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Combined International Corporation 


About The Company 


Combined International Corporation is a 
profitable, growing company noted for a 
success formula, motivational techniques 
and the organization’s Positive Mental Atti- 
tude—elements that will lead to future 
growth of the order achieved in the past. 

The company has its origins in a business 
founded nearly 60 years ago by W. Clement 
Stone, who continues to serve the company 
as its chairman. 

Earlier results suggest the future pros- 
pects. For example, since 1975: . 

e Direct written premiums have grown at a 

10% rate 

e Earnings per share up more than 90% 

e Dividends per share are 136% higher 
The investment income increase in 1980 
was nearly equal to the total earned in 
1975 

e Return on equity has averaged over 20% 

Combined’s record reflects its unique mar- 
keting system and its line of income protec- 
tion and life insurance products specifically 
designed for and sold to particular market 
segments. 

The selling system, known the world over 
as “‘The Success System That Never Fails,”’ 
has produced outstanding results here and 
abroad, in different economic environments 


and circumstances. From inception, the ac- - 


cent has been on direct marketing—first of 
accident and later of health and life insurance 
products. 

Combined uses both forms of direct sell- 
ing: In-person solicitation (through the Supe- 
rior Policy Division) and offerings through the 
mails (via the Agency Division). The great 
bulk of premium volume is collected in the 
field by Superior Policy Division sales repre- 
sentatives who contact policyholders every 
six months, renewing existing policies and 
offering new or expanded coverages. In this 


process, the sales person typically solicits 
new policyholders using the ‘‘cold canvass’’ 
technique in the business areas of cities and 
towns. 

Combined’s primary market is the many 
millions here and elsewhere who have little if 
any income protection insurance to provide 
needed cash when they are disabled. Several 
factors account for the success of our 
products: 

® convenience of issue 

@ low unit cost 

e non-cancellable 

-® guaranteed renewable 

e fixed premiums 

® specific benefits 

Combined’s life insurance operations also 
have. unique qualities: for example, we offer 
whole life insurance exclusively, marketed di- 
rectly by completely separate sales forces in 
the United States and five foreign territories. 

Although accounting for less than 7% of 
total direct premiums, Combined’s Agency 
Division has developed a special niche in the 
group accident and health and life insurance 
business, selling and serving the disability 
and life insurance needs of hundreds of 
affiliated groups. 

1980 was a year of base-building and 
problem-solving. The costs and energies 
devoted to these activities were reflected in 
growth at a rate much below the long-term 
potential. However, despite the shortfall, the 
year ended with evidence that the major goal 
of our intense and costly efforts had been ac- 
complished. Trained marketing manpower in 
the field had improved measurably. Since 
new policy revenues are directly related to 
the number of people out selling, the man- 
power trend supports our optimism for the 
years ahead. 
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Financial Highlights 


Percent 
Current Financial Summary 1980 1979 Increase 
(000 Omitted) 
Income Before Realized Investment Gains .......................... $ 95,615 $ 90,673 5.5% 
aR TT AE Ee oe IR TH NA oe i ta od lakes «Sieh Skee Sw $3.53 $3.37 4.9 
DOBTIMIGOING@ lo ic kde ns cc va eee PEROT eRe acanie Rieter SON OS eas, eas $ 96,993 $ 91,006 6.6 
Ree ae PIS FPO T ee fete (ce eee ek Mee Ba pia $3.58 $3.38 6.0 
CachDiIViGenGsuecheshare uae ts ie be asd hed elects ce obec es pages $1.45 $1.25 16.0 
Total Direct Premiums Written...................0...0.0. 0000 c eee eee $ 596,201 $ 567,549 5.0 
Total Direct Premiums Earned 
CERCLA CANIN Wien ome) oe, tee Sig o'e wed wack ones ohblenw ole $ 483,482 $ 463,532 4.3 
EEL CaP ER rer re hus eaters an Sour ancl Enews ayauc is |B sie) aw O whe 109,618 98,776 11.0 
j st eh ie Se RB LA on ee aie ey fase, felis, © hagas $ 593,100 $ 562,308 5.5 
Investment Income—Net ................ 0.0... eee $ 93,813 Se Contes Sia 
Financial Position 
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Peer IOIeTOMECU| [Ver eet te tin tie aie css ote tires in tates we ate eae a 497,379 442,860 12.3 
Roemne Meroe EC UILV Pel Sal esas sca es bie hay ot AN Re bakes $18.35 $16.36 12.2 
Direct Life Insurance In Force ..................... 00.000 ce eee eee $6,209,149 $5,471,751 13:5 
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Earnings Per Share* (in dollars) Dividends (in dollars) Price Range*% (in dollars) 
*Before Realized Investment Gains or Losses. *Prices prior to May 31, 1980 represent asked prices. 


Annual Message to Stockholders 


The decade of the 80’s has begun aus- 
piciously with a mix of very positive develop- 
ments and admittedly some disappoint- 
ments. On the positive side we point to the 
following: 

* Formation of our holding company, 
Combined International, and the listing 
of the company shares on the New York 
Stock Exchange. 

* Receipt of our preliminary operating 
license for Japan. 

* Continuation of Combined’s long record 
of consecutive profit and dividend in- 
creases spanning more than two dec- 
ades. 

* Completion of our first two portfolio real 
estate investments, one of which was 
sold at a $10.8 million gain. 

* Continuation of record investment in- 
come performance with a 37% increase. 

* Good progress in the Agency Division 
with a 21% premium increase and its im- 
portant contribution to overhead and 
profit. 

* Another sizable gain in book value per 
share to $18.35, up from $16.36 a year 
ago. 


On the other hand, domestic A&H and life 
sales were certainly below minimum expec- 
tations. There was insufficient evidence that 
our measures to restore greater sales vitality 
to our major businesses had succeeded. 
Moreover, profits were up a modest 5.5% 


overall. We intentionally incurred substantial 
costs investing in future growth, reflected in 
the general expense increase shown in the 
analysis following: 


Factors in Earnings Per Share Change* 


Total % Change 
Per Share in 1980 
Premiums Earned 
Directieaames anor $ 21.89 4.9% 
Reinsurance ..... 2.58 Wow 
Investment Income . . 3.46 36.9 
Total Revenue...... $ 27.93 13.6% 
Policyholder Benefits. $ 11.66 13.0% 
Commissions and 
General Expenses. 11.46 16.0 
Loss on Foreign Ex- 
CHANGSmr ween ae = .09 N.A. 
Provision for Income 
aXe, ot ee ee ee 1.19 12.9 
Earnings per share... $ B53 4.9% 
Average Shares Out- 
StancinGe.wweenae 27,099,792 0.6% 


*“Earnings per share’’ means “income after 
income taxes and before realized invest- 
ment gains.” 


As reported earlier, we spent significant 
sums in formation of the holding company, 
manpower development, new product and 
new market expansion. While the final costs 
exceeded our expectations, the measures 
were prerequisites to a firm foundation for fu- 
ture growth. A less aggressive. attitude might 
have saved a few pennies per share in 1980, 
but the cost in reduced future growth would 
have far exceeded that saving. 


There was a negative swing in foreign ex- 
change results from a gain of $1.0 million in 
1979 to a loss of $2.4 million in 1980. The en- 
tire subject of such charges is the center of 
widespread and acrimonious debate in ac- 
counting circles and among investors. Revi- 
sions of the rules seem a certainty with some 
favorable implications for Combined. 

In summary, we rank 1980 as a non event 
from the standpoint of bottom line numbers, 
but a year of marked achievement in many 
operating areas. 

Holding Company Formed 

Stockholders approved the Plan of Ex- 
change with Combined International at the 
annual meeting last April, and it became 
effective May 30, 1980. Three days later, 
trading in Combined International shares 
began on the New York Stock Exchange. 

Prior to the annual meeting in 1980 we dis- 
cussed the rationale for the holding company 
at some length. Suffice it to say, it was and is 
our judgment that this new form of organiza- 
tion provides a far greater degree of flexibility 
than our former operating company status as 
we contemplate financings and merger/ac- 
quisition activity. We do plan future financ- 
ings, both long and short-term instruments, 
to facilitate investment programs as well as 
acquisitions. Combined International's sig- 
nificant borrowing power is a major asset to 
be developed in the future. 
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The listing of Combined International 
shares on the ‘Big Board”’ represents an im- 
portant milestone in our history. The publicity 
surrounding the opening of ‘“‘PMA”’ (the Ex- 
change symbol for Combined International) 
on the Board was exciting and led to many 
favorable comments. 

New Product Development 

Among our latest efforts in the new product 
category, we would include the adjustable 
life policy and development and introduction 
of the Metro Division policy package. These 
are expensive undertakings, of course, but 
represent major extensions of our business. 
Regarded as the most significant innovation 
in life insurance in this century, adjustable life 
permits the policyholder virtually total 
flexibility as to form and amount of life insur- 
ance. 

The Metro Division was launched in mid 
1979 with a mission to develop an entirely 
new direct marketing insurance business in 
the major metropolitan areas of the country. 
In little more than a year this unit has grown 
to nearly two dozen sales executives and 
representatives operating in five cities with a 
completely new line of accident and health 
insurance products. 

We are also engaged in study and experi- 
mentation of other new products, sale and 
renewal methods in all divisions. These in- 
clude the mew life policies for Australia, 
Ireland and the Japanese markets. In addi- 
tion, we are running many experiments in- 
volving variation in present policy benefit 
structures and premium levels. As well, it is 
increasingly apparent that the pre-authorized 
check method of premium collection is valid 
for our business. 
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New Market—Japan 

The preliminary Japanese license awarded 
June 13, 1980 followed two and one-half 
years of intensive negotiation by our senior 
management group and hundreds of thou- 
sands of dollars of expense. This effort was 
undertaken because of our conviction that 
Combined’s direct selling methods and 
products will be unique in that market and 
will provide us with extraordinary growth op- 
portunities. 

The Japanese start-up is a year and a half 
in the future. The long development phase 
planned reflects the experience we have had 
in Europe, particularly West Germany and 
France. These countries have great promise 
for the future, but the time necessary to 
develop top quality resident executives was 
underestimated in both cases. 

Manpower Development 

Of the numerous “investments for future 
growth,”’ the most immediate payoff is from 
the manpower development program which 
was given first priority last year. Recruiting 
quality people, training, motivating and com- 
pensating our sales force are key to growth in 
premiums and profitability, whether domes- 
tically or in the international sphere. In the 
last few years our manpower program has 
been diluted somewhat by the emphasis on 
product and area expansion. It is most 
evident in the Domestic A&H premium 
growth rate which has averaged only 2% an- 
nually in 1979-1980 compared to the 14% 
average in the later 70’s. 
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In the spring of 1980 we again gave 
primary focus to the manpower development 
side of our business, inaugurating a helpful 
manpower program in the third quarter. Con- 
siderable incentives were given. This ap- 
proach has resulted in numerous manweek 
records since the end of the third quarter in 
the U.S. market as well as most of the inter- 
national areas. We are enthused and believe 
that our “‘investment”’ in this area will pay off. 
Cash Dividend Prospects 
Combined takes great pride in its dividend 
record over the years. We have increased 
cash dividends in 29 consecutive years 
through 1980. 

As the chart on page 1 shows, per share 
dividends increased from 61.5 cents in 1975 
to $1.45 in 1980, an increase of 136%. At the 
same time, earnings per share rose by 93% 
from $1.83 in 1975 to $3.53 last year. The 
payout ratio has increased over the period 
from about 33% to 41% in 1980. As indicat- 
ed in the past, it has been our policy to limit 
our dividend payout ratio to the 30-40% 
range. This policy reflects our desire to main- 
tain the reinvestment rate to finance future 
growth. We are optimistic about an operating 
earnings improvement which can then lead 
to dividend increases. 
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Goals and Objectives 
Our longer term objectives stated in their 
simplest form are: 

* To produce above average growth of 


revenues, profits and dividends for our — 


stockholders. 

* To provide a healthy exciting environ- 
ment in which our people can develop 
and utilize their interest, skills and 
capabilities. 

You will be interested in our specific goals 
through 1985 for premiums and various profit 
factors: 

Annual Growth 


Objective 

Written Premiums 

DomestichA: Ge hilaersis eae 10-15% 

USA: hifese, 445 er on eer 10-15 

International A&H and Life. . 14-21 

AGENCY = x2 cue Saree eee eee 9-14 
Investable Assets .......... 15+% 
Aftertax Return on Stock- 

NnoldersmEQuity see 20% 
Dividend Payout Ratio ...... 30-40% 


The realization of these objectives would 
produce profits per share in excess of $6.00 
in 1985 and cash dividends of more than 
$2.00 per share, exclusive of any contribu- 
tions from future acquisitions. These figures 
are exciting to consider, but planning and 
contemplation do not necessarily translate 
directly into achievements. The major in- 
gredient is thoughtful action. 
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Specifically, as to the premium growth 
goals, we intend to continue our emphasis 
on: 

* Increasing new policyholders. 

* Expanding the coverage offered existing 

policyholders. 

* Introducing new policy forms. 

* Increasing premium rates where appro- 

priate. 


For example, in addition to USA Life’s ad- 
justable life form, Metro and international ex- 
pansion, we are now launching a 50% in- 
crease in the coverage of the Domestic A&H 
Disability Income Amendment. This involves 
adding a half unit of coverage for $12.50 ad- 
ditional premium semi annually, raising the 
underwriting limit from the $25.00 premium 
level to $37.50 for each policyholder. This 
has strong potential in premium volume 
terms and commission income in the field. 

The specific goals enumerated above do 
not include any assumptions as to mergers 
and acquisitions. Our overall goals require an 
effective program in this area. Our immediate 
attention is focused on specialty areas of the 
insurance industry, both life and fire and 
casualty. We remain flexible in our thinking as 
to the financing of acquisitions as well as 
product, geographic areas and alternative 
selling systems. It is difficult to predict the 
timing of acquisitions. We have no doubt that 
important new directions for Combined will 
evolve in the near future from this source. 
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Finally, our financial goals will be achieved 
only with a renewed commitment to effective 
expense and budget control. This applies to 
sales and departmental expenses in addition 
to all of the other costs entering into the profit 
equation. There is a difficult balance to be 
struck between long-term growth “‘invest- 
ments’’ and short-term profit results. We in- 
tend to apply considerable management at- 
tention and discipline to this area. 

We wish to extend our thanks to our as- 
sociates in Combined International world- 
wide, both in sales and administration, for 
their efforts this past year. Their talents, posi- 
tive attitude and actions make all the differ- 
ence. 


WM He 


W. Clement Stone 
Chairman and Founder 


Vie Ge 


Clement Stone 
President and 
Chief Executive Officer 


Sales System and Products 


Success Sales System 

More than 6500 Combined Insurance sales 
representatives are selling and renewing our 
accident and sickness and life insurance 
products in the United States and eight inter- 
national sales territories. Policies vary in de- 
tail from one country to another, but the di- 
rect selling system is universally used. We 
refer to that system as the ‘‘Success Sales 
System’’ because it has stood the test of 
time through prosperity and recessionary 
periods in many parts of the world. 

Whether it be Sioux Falls, South Dakota, 
Dublin, Ireland or Auckland, New Zealand, 
our people are trained to begin their day at 
the centers of influence in the business, resi- 
dential or farming districts. They proceed to 
renew existing policies, sold or renewed six 
months earlier, and to solicit new policy- 
holders as they move systematically through 
the area. In many instances they are part of a 
small team of sales people. Our representa- 
tives are 100% commissioned and have as 
field support a sales manager plus other 
levels of sales management. 

The key to any successful sales organiza- 
tion, of course, is people who are well trained, 
know their products, are strongly motivated 
and managed effectively. The ‘“‘Success 
Sales System”’ is organized to produce large 
numbers of policies sold by such people. And 
for the many sales representatives who prove 
themselves in the field, there is the prospect 
of rapid advancement into sales man- 
agement positions and beyond. 


For example: 


John Foote, hired May 1980 in Domestic 
A&H 
* Promoted to sales manager July 28 
* Promoted to district manager in De- 
cember 
* Has sold 100 or more new policies per 
week for 26 weeks 


Our people training and motivational tech- 
niques are virtually identical around the 
world. After being recruited, the sales trainee 
enters a training program and is taught the 
basics of the system in two, or perhaps, three 
weeks’ time. After being licensed he or she 
joins the field organization for intensive on- 
the-job field training. 

Of overriding importance to each of our 
successful representatives is learning the 
principles of self-motivation and how to ac- 
quire and maintain a Positive Mental Atti- 
tude. While the results may seem unbelieve- 
able to those who haven’t witnessed them, 
there are thousands of cases in Combined 
that prove the soundness of the PMA formula 
which helps people develop a strong self 
image so that success becomes an expecta- 
tion and even a habit. 


PMA Success Stories 


Tom Marsland started in Life Sales 
December 1979 
* Wrote more than 1500 new life policies 
in 1980 
* Top award winner 
¢ Promoted to territory manager 


Bernie McGuirk joined the Irish 
accident team in May 1979 
¢ Set new world weekly record for in- 
troductory policy sales with 660 
* New records for string writing: 
600 or more for two weeks 
500 or more for three weeks 
300 or more for four weeks 
¢ Promoted to sales manager 


John Copeland joined U.K. life 
in March 1980 
* Wrote 2031 new life units for year 
* String of 30 consecutive weeks of 50 or 
more new life policy sales—a record for 
the U.K. 


Combined’s sales people sell low cost sup- 
plementary policies providing income protec- 
tion insurance as well as life coverage. All of 
our accident policies are issued directly to 
policyholders upon purchase and do not 
require home office approval. This is usually 
described as a ‘‘pre-issue’’ type of policy. As 
to life and health policies, some very simple 
qualifying questions are asked of the poten- 
tial customer to establish eligibility. 


“Income protection’’ is the primary feature 
of our accident and health products. Nearly 
all policy benefits are fixed cash sums (in- 
demnities) paid to the policyholder for each 
day or month of hospitalization or disability 
as a consequence of accident or sickness. 
There are convalescent benefits typically 
provided in these policies also. The income 
benefits provided are fixed daily or monthly 
cash payments covering hospital stays and 
extended periods of convalescence while the 
insured is disabled. 

In summary, our sales representatives are 
equipped from the start to succeed in the 
business. They are well trained to sell low 
cost products that sell in volume and renew in 
volume. 

They are highly motivated and are taught 
the principles of success. It is a fact that vir- 
tually every top sales executive in the com- 
pany has started in the field selling accident 
income insurance in stores, offices and 
banks. 


Accident and Health Products 

The domestic and foreign branch units of 
Combined’s Superior Policy Division sell and 
renew a variety of accident and health 
policies. The introductory policy sold in the 
United States is an all-accident hospital in- 
demnity policy the coverage of which is later 
supplemented by a disability income amend- 
ment. The detailed description of this policy 
and the amendment is presented on the op- 
posite page. 

The introductory policy sold in all foreign 
units is a limited-benefit, accident-income 
policy typically covering common carrier 
travel, automobile and pedestrian accidents 
only. At renewal time six months later, the 
policyholder is offered a full coverage ac- 
cident insurance policy which is not limited as 
to type of accident. In the majority of cases 
the holder of a travel accident policy converts 
to the full coverage form when it is offered. 

Each of these accident policies referred to 
is noncancellable and guaranteed renew- 
able. In other words, Combined will renew 
any accident policy no matter how many 
claims are filed by a policyholder. Addition- 
ally, the policy premium rate is fixed and 
cannot be increased nor can the benefits 
payable be reduced. According to a lead- 
ing industry source, Combined Insurance 
Company of America is the world’s largest 
issuer of noncancellable and guaranteed re- 
newable accident insurance. 

In addition to the domestic accident policy 
and amendment outlined on the upper por- 
tion of the opposite page and the other ac- 
cident policies sold and renewed here and 
abroad, Combined sells a line of sickness dis- 
ability or sickness income protection poli- 
cies. The principal benefits payable under 
each of these policies are highlighted on the 
opposite page also. 


Life Insurance Policies 

Combined now sells life insurance in the U.S. 
and five foreign sales territories. Policies sold 
abroad are patterned closely after the 
domestic product which is a non participat- 
ing whole life policy. 

The U.S. policy is currently offered in 
$1800 or $3600 amounts (face value) to 
anyone in good health less than 59 years of 
age. A most important feature of the policy is 
the policyholder’s option to increase the face 
value coverage up to five times the original 
face value, i.e., to $9000 or $18,000. The op- 
tion to amend is granted to each policyholder 
who qualifies according to the applicable un- 
derwriting standards. No physical examina- 
tion is required in connection with the 
amendment election. Other policy features 
include: 

* Variety of settlement options. 

* Cash values beginning the second year 

the policy is in force. 

* Cash policy loans available at 6% inter- 

est; automatic premium loan option. 

* Waiver of premium during period of total 

disability. 


Combined also offers in the U.S. a Senior 
Citizens life insurance policy in $1800 or 
$3600 face value denomination to persons 
60 to 75 years old who qualify under the ap- 
plicable underwriting standards. This policy 
form is not amendable but the benefits close- 
ly parallel the regular life policy as to cash 
settlement options, cash values, policy loans 
and automatic premium loans. 

The adjustable life policy form is discussed 
elsewhere in this report. It should be noted 
that the policy is sold only to holders of our 
standard life policy in the United States. 


Domestic Accident Policy Premiums and Benefits 


All Accident Hospital Indemnity 
Hospital and 
Indemnity Disability Income 
Policy Amendment 
motal:Semiannual|/Premium): . 2... 6c ce he ee ke we bd ee abe ewe et $20(1) $45(1) 
Policy Benefit by Type: Cash Benefit Payable if Injured 
OSMICAIECOMIMENCMUeee rw eae amina®; SarhsseecAte etd Ores eee attend Lee ais $30 per day(2) $30 per day(2) 
$900 per month $900 per month 
SOMVGAIESCENIEC Al Comet e Ue ee.) eis on eas Ue bccn Ge ohals 8 aie sce $15 per day(3) $15 per day(3) 
$450 per month $450 per month 
MISCISE QLOSARE: inc Sia Bagot ee Ie CL Oe IE eC En Optional to $20 Additional to $20 
per accident per accident 
HOU CHSATONTDY oh. ou wh Sleek! ene See Sane Seen ne aes, Same ee eel $200 per month up 
to 6 months 
OCHO MCAS ONO Smeets acinar eerie Cre sans eens Ss re a acl $3000 loss of life 


or double loss of 
eyes or limbs 


Domestic Health Care Policy Premiums and Benefits 


Sickness Disability Income Policy 
($72 semiannual premium (1)) 


* $200 per month up to six months when totally disabled due to sickness, confined or not. 
* $100 when partially disabled due to sickness. 
* Triple the $200 monthly benefit to $600 for up to six months when insured is confined in a hospital. 


Sickness Hospital Indemnity Policy 
($84 semiannual premium (1)) 


* $30 a day for each day of hospital confinement for sickness up to 365 days. 
* $30 a day for each day while confined to an intensive care unit. 
* $15 a day for total disability following hospitalization due to sickness. 


Combined Cancer Hospital Indemnity and Surgical Expense Policy 
($60 semiannual premium for family and $40 for individual) 


* $100 cash payment per day of hospital confinement caused only by cancer up to 500 days or $50,000. 
* Surgical benefit up to $50 times the number of days confined up to maximum of $1,500. 
* Benefit up to $1,000 maximum for X-ray therapy treatment, radium, cobalt when not confined. 


(1) For full unit. Policy and Amendment also sold in half units with benefits half those indicated. 
(2) For lifetime if necessary plus accumulation. 
(3) Up to same number of days hospitalized. 


Superior Policy Division 


Total premiums written for the three direct 
marketing units was $551 million in 1980, up 
4.2% from the 1979 level. Discussion of re- 
sults for each unit and new developments fol- 
low in subsequent paragraphs. 

Domestic Accident and Health 

Premium volume in 1980 totaled $332 mil- 
lion, down 0.6% from the 1979 level. By any 
measure this past year was our most disap- 
pointing year in many years. Not only did 
premiums fail to reach our targets, but our 
profitability was reduced because expense 
budgets had been geared to a higher volume 
of business. 

In mid 1979 we set out to improve sales 
proficiency of our sales forces, both Accident 
and Health Care. This required new empha- 
sis on the company’s basic marketing meth- 
ods, namely, selling systematically ‘““down the 
street’ in business places. From the very be- 
ginning the company’s business, of course, 
had been based on successful ‘“‘cold can- 
vass’’ selling techniques. 5 

We accomplished one important objec- 
tive, that being an increase in new sales 
proficiency per man. Sales proficiency did, in 
fact, improve in 1980, rising from 13.5 per 
man in 1979 to 15.8 per man in 1980. This is 
very important because our business can 
only prosper with an expanding policyholder 
base. 

In this return to basics approach, we 
suffered some major manpower losses. Many 
sales representatives could not or would not 
follow the system. In the spring of 1980 it was 
apparent we faced a real manpower short- 
age. We undertook a program to boost man- 
power to anew record level by the end of the 
third quarter. This effort was successful and 


in the final week of that quarter we had 4200 
representatives in the field selling accident in- 
surance. This compared with some 3300 at 
the beginning of 1980. 

For 1981 we are planning to augment the 
product line by adding an additional half unit 
of the disability income amendment with a 
$12.50 semiannual premium. Thus, all of our 
policyholders with a Hospital Indemnity 
Policy will be able to add more disability in- 
come coverage. Our sales representatives 
will benetit from the standpoint of commis- 
sions, which is an important consideration. 

It is our plan to authorize annual changes in 
amounts of various coverages our people 
can offer to the policyholders. This can take a 
variety of forms but is best illustrated in refer- 
ence to a change now being implemented for 
the Sickness Income Policy. Where autho- 
rized, the monthly disability benefit has been 
raised 50% in certain states from a $200 per 
month benefit (full unit) to $300 with a corre- 
sponding increase in premiums. This type of 
change not only updates the policyholder’s 
protection but provides the sales force the 
greater commission potential also. 

Our new national sales manager, Michael 
Hester, and his staff of divisional and field 
sales executives are enthused about their 
prospects in the new year. They believe in the 
business, they are in good selling trim and 
can make it happen. Their ‘‘aim-high’’ goal is 
to produce a premium growth rate in double 
digit figures this year and thereafter. 
International Operations 
The year 1980 was comparatively favorable 
for International with premiums up 16.7% in 
U.S. dollar terms (13.0% in comparable cur- 
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rencies). The margin of profit increased also 
which is particularly satisfying in this era of 
rampant inflation everywhere. 

Again in 1980, the best premium growth 
rates were achieved in the U.K. (+30%) and 
Ireland (+28%), both countries with extensive 
national health programs. Still, solid progress 
was scored in Canada, Australia and New 
Zealand. 

International operations achieved new 
manpower records in the second half of 
1980. Our objective all along has been to be 
at full strength in field manpower terms as the 
new year begins. 

Life insurance sales are underway in five of 
the international territories (including Ha- 
waii), Australia being the latest. Total life 
premiums written were $18 million in 1980, 
up 36.3%. The outstanding U.K. results are 
continuing. We are now forming a life insur- 
ance subsidiary in Ireland preparatory to un- 
dertaking life operations there. 

The receipt of our preliminary Japanese 
license was one of the most exciting events 
of the last year. The license authorizes Com- 
bined to sell life insurance, and we have 
developed a unique life policy which incor- 
porates a variety of accident, disability and 
life benefits. This form may well be the fore- 
runner of policies we will offer elsewhere in 
the world. 

Our present plan is to begin operations in 
Japan in 1982 when we hope to be ade- 
quately staffed and trained. This will require 
the patience and hard work of many people 
in the organization. We believe the rewards 
to stockholders and Combined people will 
justify the investment to be made for several 
years. Allin all, prospects are bright for Inter- 


national operations assuming the sales and 
administrative leadership functions up to po- 
tential in all units. 

Domestic Life 

Domestic life insurance premium volume in 
1980 exceeded $91 million, increasing 7.1% 
from the 1979 level. Virtually all of the gain in 
premiums this past year has come from our 
adjustable life policy introduced on a produc- 
tion basis in 1979. It is noteworthy that we 
had more than $936 million face value of this 
new form in force at the year-end. This is a 
substantial amount of business in such a 
short span of time. 

Since its introduction we have had a 
number of major individual sales records set 
with the adjustable life policy. As an ex- 
ample, one of our sales representatives from 
Illinois sold: 


$1,000,000 face value in 11 days... 
$3,000,000 face value in 10 weeks. . . and 
$8,900,000 face value for the year! 


It should be noted that the life insurance in- 
dustry has traditionally recognized those in- 
dividuals who sell $1,000,000 face value in a 
year... and less than 2% do that. 

Adjustable life premiums were $10 million 
in 1980, in this our first full year of sales. 

At the end of 1980 we had $6.2 billion of 
life insurance in force on a worldwide basis, 
an increase of 14% from the prior year-end. 
Domestic life insurance accounted for about 
78% of the total insurance in force. 


Agency Division 
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The Agency Division markets accident, 
health and life coverages by mail to groups of 
affiliated persons. Division premiums have 
grown at the compound rate of 14% per an- 
num since 1975, reaching $42 million in 
1980. This has been a highly productive pe- 
riod characterized by declining loss ratios, a 
well-controlled expense structure and de- 
velopment of a reputation for administration 
and service in the disability insurance field. 

The Division’s principal products include 

long-term disability insurance, term life and 
accidental death, as well as hospital indemni- 
ty coverage. In many respects these cover- 
ages parallel those of the Superior Policy 
Division’s domestic A&H and Life operations 
in the sense that they involve income protec- 
tion or life insurance benefits. On the other 
hand, Agency Division policies are by their 
nature primary insurance coverages rather 
than supplementary. For example, Agency’s 
term life and accidental death benefit can 
reach a maximum of $250,000 compared to 
the standard domestic life maximum cover- 
age of $18,000. 

The Agency Division market includes three 

primary groups: 

1. Small employers with employees en- 
rolled in their respective coverages by 
direct mail through sponsored groups 
such as trade associations. 

2. Medium and small employers without 
group affiliation who are enrolled by 
local insurance brokers. 

3. Individuals who are enrolled in a group 
insurance program by direct mail 
through sponsored groups including 
professional associations, credit cards, 
etc. 


Thus, the primary elements of the Agency 
business are groups of people, affiliated in 
one fashion or another and solicited via the 
mails. Of course, these solicitations are 
preceded by endorsements arranged by our 
own highly qualified sales unit which calls on 
local brokers and sponsoring groups. In vir- 
tually all cases there is an insurance broker 
involved with sponsoring groups. 

The Division is not unusual in the industry 
in terms of products. However, Agency does 
involve a unique blend of organization of 
marketing and administration. 

Moreover, the Agency Division now has its 
Qwn electronic management information and 
administrative system supporting a highly 
effective personalized service handling oper- 
ation. This is the heart of a responsive service 
organization which requires nearly instanta- 
neous information such as employee and 
dependent status. 

The Agency Division Claim Department 
has earned a top reputation as an outstand- 
ing administrator of long-term disability 
claims. This is the most difficult and most in- 
terpretive part of employee benefit handling. 
Our operation includes: 

* A specially trained unit recognizing the 
employer concerns when handling the 
claims of disabled employees. 

* Realistic constructive rehabilitation ser- 
vices. 

* Expertise which is recognized and sold 
to other insurance companies through 
reinsurance and administrative service 
contracts. 

We are confident of the Division’s future as 

an imaginative underwriter and program ad- 
ministrator. 


Investment Operations 


1980 Results 
The year 1980 was another year of solid 
progress in investment operations. The high- 
lights are: 
° Net investment income rose nearly 38% 
to $93.8 million. 


* Yield on average invested assets im- 


proved sharply for the 8th consecutive 
year, rising to 9.76% from 8.01% for 
1979: 

* Invested assets were almost $1 billion, 
averaging $961 million last year. 

* Sale of our first portfolio real estate in- 
vestment resulted in a $10.8 million 
capital gain. 

Included in our $93.8 million investment in- 
come figure is additional interest of $2.9 mil- 
lion flowing from a recent real estate invest- 
ment discussed below. Suffice it to say, with- 
out this extra profit, investment income 
would have totaled $90.9 million, still almost 
34% above the prior year. 

We are pleased with these results, of 
course, but not the least complacent. 1981 
comparisons will be tougher than usual. 

In the longer term perspective the com- 
pany portfolio has made great strides in 
terms of percentage yield and income 
production. For example, in the 1970-80 pe- 
riod, investment income grew from $8.7 mil- 
lion to $93.8 million, a compound annual rate 
of 26.8%. This compares with the 12.7% 
compound growth rate estimated for the life 
insurance industry in the same period. 


Similar comparative results can be report- 
ed for yield on average invested assets, a 
measure at least in part indicating the 
efficiency with which funds are invested. Dur- 
ing the last 11-year period Combined’s pre- 
tax yield on average invested assets has in- 
creased from the 4.22% level in 1970 to 
9.76% for the year 1980. It was not until 1979 
that Combined’s return exceeded the in- 
dustry average and the margin in favor of 
Combined continues to widen. These results 
are highlighted in the table below. 

Yield on Invested Assets* 


U.S. Life 

Industry Combined 
1970S gece ee aes 5.34% 4.22% 
WOT 2s Se Are cred cee 5.69 3.59 
1974 cats cco pee ee 6.31 5.40 
INSNAGH ate atten gash ceois 8 6.68 6.03 
AAS ae aerate eroe wise e 7.39 6.92 
OT OV eee i nee 7.78 8.01 
aCISO ei necrcees cadre Meo Oe 8.02e 9.76 


*Net investment income divided by average invest- 
ed assets. 


The company’s investment progress as 
measured by the growth of investment in- 
come and portfolio yield reflects two major 
factors: (1) the above average rate of growth 
in the company’s invested assets (nearly 
5-fold versus the 3-fold gain for the life in- 
dustry) and, (2) an investment strategy in 
recent years which has emphasized the 
short-term sector of the fixed interest market 
where the most dramatic yield increases 
have materialized. The rapid asset growth, of 
course, is directly attributable to Combined’s 
marketing departments, their premium vol- 
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ume growth and profitability. Domestic life — 


premium growth, in particular, has made a 


major contribution to the asset base because — 


virtually the entire book of business is whole 
life insurance. 

Asset Mix 

The table at the top of the opposite page pre- 
sents the percentage breakdown of Com- 
bined’s invested assets for the six-year period 
1975-1980. The most noteworthy changes 
are the following: 

1. The invested cash position has_in- 
creased markedly from the 1975-1977 
average reflecting our continuing con- 
cern about interest rates from late 1977 
to the present. 

2. The policy loan percentage has grown 
but is a minor factor in the portfolio mix 
in contrast to the life insurance industry 
as a whole. 

3. The common stock position has been 
maintained in the 14 to 20% range. 

4. Preferred stocks have been deliberately 
reduced whenever possible in the years 
after 1977. This trend will continue. 

5. The bond category has been main- 
tained in the 54-61% range in the last 
four years, but the average life (matur- 
ity) was shortened from 8 years in 1977 
to 6 years in 1979. The average life of 
the bond portfolio was extended to 12 
years as of year end 1980 to take ad- 
vantage of peak interest rates. 


Bonds And Notes 
At Amortized 
Year Cost 
1980 60.8% 
1979 57.4 
1978 54.5 
1977 53.9 
1976 61.6 
1975 63.2 


Mortgage Loans 
And Real Estate 


Net Of 
Preferred Common Accumulated 
Stock Stock Depreciation 
7.5% 14.1% 4.0% 
8.4 18.2 2.4 
11.6 15.1 2.3 
19.1 20.2 1.9 
13.7 19.7 2:3 
13.3 +78 2.4 


Policy Loans 

And Invested 

Other Cash 
2.1% 11.5% 

1.6 12.0 

15 15.0 

1.4 3.5 

Le 1.5 

1.1 22 


The maturity breakdown of the bond ac- 
count (exclusive of commercial paper) is pre- 
sented in the table following: 


Consolidated Bond Maturity Schedule 
December 31, 1980 


% of Total 

MaTOMNGIM ISOM sac 6s cto eaes 7% 
MAtUTINGMMIGS2 aie. as sce ee 4 
MatUGNGMMeLOSS via 3 scrs oa acy 2 4 
AG HEU OA eee cate a oo sae 8 
NMATOKIMONMM OOO rete niet sre 6 we aces 5) 

Total 1- 5 Years 28% 
6 - 10 Years 12 
11- 15 Years 30 
Over 15 Years 30 

Total 100% 


Investment Environment and 
Investment Strategy 

We have already alluded to the investment 
environment which has prevailed over the 
last several years and our adaptation to it. 
The last eleven years have been character- 
ized by accelerating inflation and an increase 
in the volatility in the securities markets, par- 
ticularly interest rates. Almost everyone 
agrees that continuation of these trends will 
be ruinous and lead to massive changes in 
our economy and possibly a major cyclical 
downtrend. We applaud the efforts now un- 


derway to change the unfortunate course of 
national economic policy, both fiscal and 
monetary. 

In the meantime, we continue to have a 
cautious view of the markets, putting great 
value on liquidity and investment flexibility. 
Looking ahead for the next two or three 
years, there are no plans for major shifts in in- 
vestment policy. If anything, we will tend to 
favor equities of one form or another and 
maintain a fairly conservative bond strategy. 

The real estate investment program begun 
in 1979 produced surprisingly favorable re- 
sults in 1980. In mid 1979 we committed to 
finance the equity interest in an office building 
complex in Los Angeles in exchange for 50% 
interest in the project. The details aside, we 
finally funded a $6.6 million investment in the 
spring of 1980. Immediately thereafter, a 
cash offer for about 78% of the building was 
received, and, along with our partner, we 
agreed to sell. The transaction was closed in 
September 1980 at which time we received 
payment of our investment of $6.6 million 
and a cash profit of $10.8 million. In addition, 
we retain an 11% interest in the building 
which will have great value down the road. 
Needless to say we were thrilled by these re- 
sults. 

One other investment was made in the ear- 
ly summer involving a large condominium 
conversion project on the east coast. In this 
instance we loaned funds to a partnership to 
purchase and renovate the building. Our re- 
turns from the project take the form of inter- 
est on our loan as well as additional interest 
equal to 25% of the ultimate conversion 
profit. As was the case of the Los Angeles 
building, the condominium project has be- 
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come quite a success. Nearly two thirds of 
the units were sold in the initial selling period 
ended in October. The balance of the proper- 
ty likely will sell before the current year is 
over. Because of this noteworthy success, 
we have reflected $2.9 million additional in- 
terest in net investment income for 1980. 
This amount is approximately 40% of the 
total gain expected upon completion of the 
conversion. 

We look forward to the prospect of many 
real estate successes in the future. In the 
meantime we are attempting to build a com- 
petent staff to handle this activity. There ap- 
pear to be many meritorious opportunities 
around these days and there should be no 
problem placing $20 million or more annually 
in selected income properties. 

1981 Investment Prospects 

The new year is expected to be a year of con- 
tinued good growth in the asset base and net 
investment income. The rate of increase in 
net investment income will surely be less than 
that experienced in 1980, primarily because 
of declining market yields and the exception- 
al 1980 increase. 

We anticipate 1981 will be a year of less- 
ened inflation and lower interest rates. Our 
efforts will be directed towards capitalizing 
on these circumstances to the maximum ex- 
tent possible. 


Description of the Business 


Company Development and Structure 
Combined International Corporation was 
formed last year to facilitate diversification 
into new areas of financial services and the 
optimum use of the very strong Combined In- 
surance balance sheet, both without disturb- 
ing the marketing systems so favorable to the 
extended growth of the traditional business. 
Established in 1922, Combined has enjoyed 
several decades of uninterrupted growth as a 
specialty insurer principally through direct 
marketing of low cost, supplemental insur- 
ance to all segments of the population. 

The Success System That Never Fails, 
developed by the chairman and founder of 
Combined Insurance, W. Clement Stone, 
was and is a key to that development. 


Business Segment Growth and Trends 
The past contribution of major product lines 
and geographic areas to total revenues and 
pretax income are a basis for understanding 
past results and assessing future prospects. 
Combined Insurance is engaged in three 


Major Product Lines 
($ in millions) 


W. Clement Stone’s record of growth was ex- 
tended by Clement Stone who became presi- 
dent in 1971 following many years in various 
capacities with Combined Insurance. As pres- 
ident of the United Kingdom operations the 
unit recorded a 100% average annual in- 
crease in written premium and dramatic 
earnings growth during his seven years in 
that position. 
At year-end 1979 the net result of that joint 
leadership was a company with: 
¢ An outstanding position in its particular 
specialty 
* An effective and experienced top man- 
agement 
-* Proven marketing ability 
* Demonstrated investment management 
expertise 
* Unused financial leverage 


business segments. Accident and health 
coverages are the foundation of the com- 
pany’s past growth. In recent years life 
revenues have grown somewhat more rapid- 
ly. The company’s excellent financial condi- 
tion along with the availability of attractive 


Years Ended December 31* 


The formation of a holding company en- 
ables Combined to begin undertaking a 
broader range of insurance, investment and 
other activities than is permitted companies 
operating under the insurance code of the 
State of Illinois. The holding company is a 
prerequisite for the fullest realization of Com- 
bined’s growth potential from available re- 
sources, both human and financial. 

Therefore, Combined International Cor- 
poration was formed under the laws of 
Delaware to hold as its principal asset the 
common stock of Combined Insurance Com- 
pany of America, which became a wholly- 
owned subsidiary. The holding company 
structure was approved at the 1980 annual 
meeting of stockholders and became effec- 
tive May 30, 1980. Combined International 


reinsurance treaties has led to the sharp 
growth of reinsurance premiums. The differ- 
ent rates of gain have caused a shift in the 
relative contribution of the major product 
lines, as illustrated in the chart following. 


1980 1979 1978 1977 1976 1975 
Amount %toTotal Amount %toTotal Amount %toTotal Amount %toTotal Amount %toTotal Amount % to Total 
(Unaudited) (Unaudited) (Unaudited) 
Total Revenue 
Earned 
Direct Life..... $ 142.0 18.7% $ 121.1 18.3% $ 105.1 17.6% $ 92.3 18.0% $ 81.6 18.3% $ 71.1 18.1% 
Direct Accident 
& Health .... 544.9 72.0 509.3 76.9 459.0 76.6 397.6 TATE SOMES 78.7 308.5 78.7 
Reinsurance ... 70.1 9.3 S2al 4.8 34.8 5.8 21.9 4:3 13.6 3.0 12.4 Sie 
Totaltee $ 757.0 100.0% $ 662.5 100.0% $ 598.9 100.0% $511.8 100.0% $446.5 100.0% $392.0 100.0% 
Income Before 
Income Tax and 
Realized 
Investment Gains 
Direct Life..... $ 16.9 13.2% $ 14.1 11.8% $ 10.6 10.9% $ 11.6 14.3% $ 10.0 14.2% $ 8.8 14.7% 
Direct Accident 
& Health .... 108.6 84.8 103.8 87.1 85.0 87.7 68.4 84.5 59.5 84.8 50.7 84.6 
Reinsurance ... 2.5 2.0 Tae! lea 1.3 1.4 0.9 1.2 0.7 1.0 0.4 0.7 
iOtall Naess $ 128.0 100.0% $ 119.2 100.0% $ 96.9 100.0% $ 80.9 100.0% $ 70.2 100.0% $ 59.9 100.0% 


*The above results include allocations of investment income and certain expense elements considered reasonable under the circumstances. 


It should be understood that other acceptable methods of allocation might produce different results. 


realized investment gains and losses, but include net investment income. 


Combined’s first venture abroad was in 
1956 with the establishment of operations in 
Canada. Subsequent expansion included: 


Country Year Established 
Australia 1960 
United Kingdom 1964 
New Zealand 1965 
Republic of Ireland 1976 
West Germany 1976 
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Total revenues and pretax income exclude 


In the recent past, International revenues 
have grown more rapidly than domestic, 
while the proportion of pretax income in both 
areas has remained fairly stable. 

A substantial expansion of International 
operations is expected through growth in 
most areas where we are presently repre- 
sented and through expansion into new 
areas such as Japan. 


shares were listed on the New York Stock Ex- 
change for trading effective June 2, 1980. 

The substantial financial resources of the 
company give substance to the announced 
intention of growth in part through acquisi- 
tion—a process in the active planning stage 
for which the following criteria have been es- 
tablished: 

* Must be in the financial services busi- 

ness, preferably insurance related 

* Will be acquired for cash or some 

equivalent 

* Will be acquired on a friendly basis 

* Must provide for existing management 

to remain in place. 

Future acquisitions can be accommodated 
easily in the holding company, which is seen 
primarily as a vehicle for that purpose and 
not as an operating entity. 


As presently constituted, the four domes- 
tic marketing groups, International opera- 
tions, reinsurance and investment operations 
are the revenue sources of the company. 
While the domestic marketing groups func- 
tion as divisions relying on separate staffs for 
accounting and administrative services, In- 
ternational operations is essentially a group 
of separate entities, each with its administra- 
tive staff and sales department. 

The overall growth goals are determined 
annually through the comprehensive sales 
plan. Achievement of the targets agreed on 
is both encouraged and recognized through 
incentive compensation plans. The annual 
sales plan is developed by sales manage- 
ment, with input from various management 
levels. 


Domestic vs. International Results 


The plan is reviewed by top management 
in the light of the available manpower and 
long-term goals, thereafter becoming a com- 
mitment of each marketing organization and 
individual within it. (The sales methods em- 
ployed have been described in Success 
Sales System, page 5.) 

The sales plan is constructed in terms of 
written premium goals with respect to 
product lines, new sales and renewals. The 
compensation plan is fundamentally a blend 
of commission and bonus, in cash or mer- 
chandise, plus recognition. The plan struc- 
ture is adjusted as necessary to accomplish 
the sales plan goals. 


($ in millions) Years Ended December 31 
1980 1979 1978 1977 1976 1975 
Amount %toTotal Amount %toTotal Amount %toTotal Amount %toTotal Amount %toTotal Amount % to Total 
(Unaudited) (Unaudited) (Unaudited) 
Total Revenue 
Earned 
Domestic...... $ 621.6 82.1% $ 550.0 83.0% $ 505.7 84.4% $430.9 84.2% $371.7 83.2% $327.2 83.5% 
International 135.4 17.9 112.5 7/6) 93.2 15.6 80.9 15.8 74.8 16.8 64.8 16.5 
otalaeee s $ 757.0 100.0% $ 662.5 100.0% $ 598.9 100.0% $511.8 100.0% $446.5 100.0% $392.0 100.0% 
Income Before 
Income Tax 
and Realized 
Investment Gains 
Domestic.... $ 109.2 85.3% $ 102.6 86.1% $ 843 87.0% $ 71.0 87.8% $ 59.2 84.3% $ 51.4 85.8% 
International . 18.8 14.7 16.6 TSH) 12.6 13.0 9.9 IPB 11.0 S37 8.5 14.2 
(ROU) on one $ 128.0 100.0% $ 119.2 100.0% $ 96.9 100.0% $ 80.9 100.0% $ 70.2 100.0% $ 59.9 100.0% 
Total Assets (At 
End of Period) 
Domestic .... $1,107.1 86.0% $1,000.5 86.5% $ 887.6 87.4% $762.7 86.0% $658.5 85.6% $536.8 84.8% 
International . 179.8 14.0 156.7 16h 127.6 12.6 124.4 14.0 110.7 14.4 96.0 15.2 
TOtalianarset $1,286.9 100.0% $1,157.2 100.0% $1,015.2 100.0% $887.1 100.0% $769.2 100.0% $632.8 100.0% 


Although Combined’s direct selling meth- 
ods and products are, in management’s 
opinion, applicable to all cultures, some sig- 
nificant refinement may be required in ob- 
servance of local law and custom. The life 
policy to be sold in Japan is an example of 
the benefit to be gained from creative adjust- 
ment. The preliminary license was granted on 
the condition that Combined Insurance 


answer a need that other insurers did not 
fulfill. Therefore, in consultation with Japa- 
nese insurance regulators, we devised a new 
life policy form with various benefits as fol- 
lows: 
¢ Term life policy with specified death ben- 
efits at different age levels. 
* Disability income benefits payable as a 
result of certain injuries. 
¢ Hospitalization benefits related to con- 
finement as the result of injury. 


There are other countries in Europe and 
elsewhere where the ‘‘Success Sales Sys- 
tem’’ and creative adjustment appear to 
have application. 

An ongoing program to expand into those 
areas will be conducted and announced as 
operating authority is requested. 


Premiums Written by Product Line 
The table below details the growth of 
premiums written by product line and by 
marketing unit. 

Domestically, the hospital indemnity, sick- 
ness and cancer policies have grown more 


Premiums Written 


rapidly than limited accident coverage which 
is being phased out. These popular policies 
fill the most significant gap in the average 
person’s insurance program—the uncovered 
portion of many group plans, including 


Medicare/Medicaid. They help allay the justi- 
fiable concern over the possibility of ruinous 
expense that can accompany prolonged 
hospital confinement by providing essential 
income protection coverage. 


1980 
% to 
(000 Omitted) Amount _ Total 
Accident and Health 
Superior Policy 
Division—USA 
Limited Accident... $ 24,149 3.6% 
All-Accident- 
Disability Income . 120,762 17.8 
All-Accident- 
Hospital 
Indemnity ...... 131,636 1955 
Sickness=eracte ae 38,532 Sal 
CanCereaa etree We Zo 
Total Superior 

Policy Divi- 

sion—USA ... $332,251 49.1% 
Superior Policy 

Division— 
International 
Limited Accident... $ 22,667 3.3% 
All-Accident- 

Disability 

INCOMe Meester 60,975 9.0 
All-Accident- 

Hospital 

Indemnity ...... 3,926 0.6 
SICKMESS: se one 20,967 Cal 
Cancelpa eer Healer 0.2 

Total Superior 

Policy 

Division— 

International .. $109,706 16.2% 
Agency Division.... . $ 37,496 5.5% 
PNIMOUNER ES Gace ous a SE le7 0.8% 

Total Accident 
and Health ... $484,580 71.6% 
Lite 
Superior Policy 
Division—USA.... $ 91,285 13.5% 
Superior Policy 
Division— 
International. ..... 18,143 RT 
Agency and All 
Otel neces cette 2,193 0.3 
motaltiteomanncs: $111,621 16.5% 
Reinsurance ......... $ 80,212 11.9% 
ThOLA rae on $676,413 100.0% 


$603,757 


100.0% $559,307 


1979 1978 
% to % to 

Amount Total Amount Total Amount 
$ 28,806 4.8% $ 36,001 6.4% $ 44,504 
11,567; 21.8 135,023 24.1 Ss WA 
122,264 20.2 107,040 19.2 72,278 
35,388 5.9 28,520 Saal 22,740 
16,336 Zi 12,877 26) 8,912 
$334,361 55.4% $319,461 57.1% $279,561 
$ 20,706 3.4% $ 19,457 3.5% $ 18,019 
54,993 9.4 aT ile 8.5 40,231 
3,729 0.6 3,704 0.7 Sai7.0 
16,023 227i 11,506 2.1 9,720 
807 0.1 388 0.1 54 

$ 96,258 15.9% $ 82,827 14.9% $ 71,194 
$ 31,082 5.1% $ 29,334 5.2% $ 26,898 
Ss .ehei7/ 0.9% $ 4,611 0.8% $ 3,836 
$467,058 77.3% $436,233 78.0% $381,489 
$ 85,227 14.1% $ 79,500 14.2% $ 73,357 
13,314 DP 9,577 ware 7,297 
1,950 0.4 1,756 0.3 1,455 
$100,491 | 16.7% $ 90,833 16.2% $ 82,109 
$ 36,208 6.0% $ 32,241 5.8% $ 27,987 


100.0% $491,585 


9.0% $ 47,917 11.1% $ 52,608 14.0% 
26.7 125,847 29.2 118621) seie 
14.7 46247 10.7 24,315 6.5 
4.6 19,542 4.6 17,607 4.7 
1.8 5,263 12 1,105 0.3 
56.8% $244,816 56.8% $214,256 57.1% 
3.7% $ 16,669 3.9% $ 14,449 3.9% 
8.2 38,545 8.9 34,946 9.3 
0.6 3,096 0.7 2,846 0.7 
2.0 9,298 2.2 7,539 2.0 
17 = = = 
14.5% $ 67,625 15.7% $ 59,780 15.9% 
5.5% $ 23,944 5.6% $ 20,604 5.5% 
0.8% $ 3,136 0.7% $ 2,370 0.6% 
77.6% $339,521 78.8% $297,010 79.1% 
14.9% $ 66,880 15.5% $ 60,907 16.2% 
1.5 5,825 1.3 4,363 1.2 
0.3 1,211 0.3 1,087 0.3 
16.7% $ 73,916 17.1% $ 66,357 17.7% 
5.7% $ 17,644 4.1% $ 11,833 3.2% 
100.0% 100.0% 100.0% 


$431,081 


$375,200 


Competition, Industry Position and Regu- 
lation 

Insurance is one of the most competitive in- 
dustries. It is reported there are over 1800 life 
insurance companies in the United States 
alone. Many are larger than Combined and 
have greater financial resources. Many sell 
accident and health insurance exclusively or 
in conjunction with other products. And 
many are mutual companies which some 
believe have a competitive advantage over 
stock companies since the profits of mutuals 
may be passed on to policyholders in the 
form of lower rates. However, it is also sig- 
nificant that relatively few of the 1800 com- 
panies are licensed in all 50 states, as is 
Combined. Fewer still have specialized in 
Combined’s particular market, employ the 
direct sales method or field renewal. In its 
particular segment of the accident and health 
industry, Combined is the largest issuer of 
noncancellable and guaranteed renewable 
individual accident insurance and ranks 
among the top specialty insurers in the na- 
tion. 

Creativity and innovation are the factors 
behind Combined’s industry ranking, exem- 
plified by the 1979 introduction of the adjust- 
able life policy in the United States, the 
development of the unique life insurance 
product for the Japanese market, as well as 
the new Metro policy line. 

States accounting for the largest propor- 
tion of written premiums in 1980 were: 


A&H Life 
New York New York 
lowa lowa 
North Carolina Texas 
California Illinois 
Texas Wisconsin 


The primary purpose of state regulation of 
the insurance industry is to ensure that an in- 
surance company will be able to meet all of 
its obligations as they come due. To this end, 
the states prescribe a method of accounting 
and reporting, commonly referred to as ‘‘stat- 
utory accounting,’’ which emphasizes cash 
basis and liquidation basis accounting. This 
does not conform to, and is not intended to 
conform to, generally accepted accounting 
principles (GAAP) as they apply to life insur- 
ance companies. Combined uses GAAP for 
reporting to stockholders, other investors 
and the general public to make the financial 
statements comparable to those furnished 
by other companies in other industries. 

Combined Insurance prepares statements 
in conformity with statutory accounting to be 
filed with the various state insurance commis- 
sioners. A reconciliation is included as note 
12 of the notes to consolidated financial 
statements. 

Insurance regulations vary from state to 
state and among different jurisdictions but all 
affect Combined Insurance in those geo- 
graphic areas where it does business. In gen- 
eral, state laws cover the granting and revok- 
ing of licenses to do business, regulations of 
trade practices, licensing of agents, policy 
form approval, reserve and capital require- 
ments, etc. 

Additional requirements under state laws 
require Combined Insurance to file detailed 
annual reports in all states and jurisdictions in 
which Combined Insurance does business. 
Some require audited financial statements as 
well. 

Various states have enacted insurance 
holding company laws which require registra- 
tion and periodic reporting by insurance 
companies licensed to transact business 
within their respective jurisdictions and con- 
trolled by other corporations. Combined is 
subject to such legislation and responds 
accordingly. 


National Health Care 

A number of national health care plans have 
been proposed, but Combined expects that 
any plan finally enacted will have little, if any, 
impact on the company for two reasons: first, 
Combined Insurance policies pay benefits in 
addition to whatever benefits are paid by any 
other plan the policyholder has, and second, 
national health care proposals are 
designed to cover only certain costs in- 
curred, leaving some amount to be covered 
by the insured. For example, various health 
plans are in effect in the United Kingdom, the 
Republic of Ireland, Australia, New Zealand 
and Canada. As indicated, Combined has 
successfully and profitably marketed its 
products to supplement the benefits offered 
by those plans. 


Properties 
Combined Insurance owns and occupies 
office buildings in four states and Puerto Rico, 
totaling 945,000 square feet. In addition, the 
company leases offices in 39 cities in the 
United States and in 20 foreign cities, totaling 
651,000 square feet. 

The original cost of all property owned by 


Combined is $29.8 million, with accumulated | 


depreciation of $8.4 million as of last year 
end. 

Combined Insurance owns 39 acres of 
land for investment and office expansion in 


Northbrook, Illinois, a suburb of Chicago. A 
portion is leased to a developer and Com- 


bined Insurance is a major tenant in an office. 


building built on this leased acreage. Com- 
bined will be the sole tenant of a second 
building on land contiguous to the land 
owned by Combined. Over the next decade 
the company plans to develop the remaining 
land into a major office complex to be used in 
part to accommodate the anticipated growth 
of home office operations. 
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Management’s Discussion and Analysis of 
Operating Results and Financial Condition 


Introduction 

Management has long recognized and 
frequently stated a fundamental long-term 
goal: consistent, above average growth of 
premiums, profits and dividends. During the 
past ten years Combined’s income per share 
before realized investment gains has expand- 
ed at a 18% compound rate vs 11% for the 
S&P 500. Dividends, raised 29 consecutive 
years, have reached $1.60 per share annual- 
ly. 

To assess the recent past as an indication 
of the future, an explanation of the earnings 
growth mechanism is a useful introduction. 
Earning potential or earning power is deter- 
mined by the amounts of revenues, assets 
and equity. The realization of that potential 
depends on the rates of return attributable to 
those three determinants. 


Growth Rates 


1980 1979 1975/80 1970/80 
Revenues .. 14.3% 10.6% 14.1% 13.5% 
Assets... .. 11.2 14.0 115.2 15.5 
EGUiitys. a2... 12.3 13.5 13.8 12.8 


In the short run, earnings growth may be 
achieved by raising the rates of return. But to 
a company operating at or near peak 
efficiency, the chief means of growth begins 
with the reinvestment of earnings. 

The rate at which earning power can be 
expanded depends on two factors: the 
projected rate of return on stockholders’ in- 
vestment and the proportion of earnings rein- 
vested. In other words, growth depends on 
profitability and reinvestment of earnings, a 
relationship expressed by the formula: 
Expected return on 
stockholders’ equity 
times the percentage of 
profit retained 

As shown by adjoining charts, income 
before realized gains since 1975 has in- 
creased at about 14% compounded annually, 
which is roughly comparable to the 13% rate 
for the last decade. An average 64.4% of 
earnings was reinvested annually and divi- 
dends increased at a 18.7% rate since 1975. 

Combined’s announced intention is to pay 
out 30-40% of earnings in the form of 
dividends with 60-70% reinvested to gener- 
ate future growth. In the past five years the 
payout ratio has been at the upper end of 
that range, actually exceeding it in 1980, 
averaging 35.6% for the period. 


Internal Growth Potential = 


Return on assets and equity have exhibited 
relative stability, averaging 8.8% and 21.9%, 
respectively. Combined has _ historically 
achieved a relatively high rate of return on 
stockholders’ equity (ROE), which ranged 
between 21% and 23% in the past six years. 
The Forbes 33rd Annual Report on American 
Industry ranked the company second among 
sixteen selected life insurance companies, 
based on Combined’s five-year average ROE 
of 21.8%. Overall, that performance put the 
company in the top 18% of the 1,040 com- 
panies rated. 

For the past two years the trends have 
been mixed and less positive. On one hand, 
operating problems and the measures to 
solve them have resulted in pressure on di- 
rect premiums. On the other hand, invest- 
ment results have reflected higher market 
yields and timely investment strategies. 

The 14.8% and 10.6% revenue gains in 
1980 and 1979, respectively, reflect a sig- 
nificant shift in revenue mix because: 

* Direct premiums earned increased 5.5%, 

the slowest rate in our history. 

* Reinsurance premiums expanded at a 

record rate of 118.6%, and 

* Investment income also increased at a 

rapid rate of 37.7%. 


Percent of 
Total Revenue 
1980 1979 
Premiums Earned: 
DIFECte ie oct Soe Rites 78.3% 84.9% 
ReinsuranCes. as tearn ee 9.3 4.8 
Net investment income....... 12.4 10.3 


Assets rose 11.2% in 1980 from rapid ex- 
pansion of invested assets, as well as the 
growth of deferred acquisition costs, the 
other major asset. 


Asset Growth 


Rates 
1980 1979 
INVESTIMENIST etna eee ents « 9.7% 14.7% 
Deferred Acquisition Costs.... 14.0 ee 


Earning Power 
(in millions of dollars) 


Revenues Assets 


75 76 77 78 79 8075 76 77 78 79 80 75 76 77 78 79 80 


Financial Rates of Return 
Leverage Repco) 
Beginning Beginning 
Total Stockholders’ 
Assets Equit 
2.6 69. sae 


2.4 


75 76 77 78 79 8075 76 77 78 79 8075 76 77 78 79 80 


Per Share 

(in dollars) 

Income Dividends Price 
Before Range 
Realized 3.53 1.45 


Gains 


6% 


75 76 77 78 79 80 75 76 77 78 79 80 75 76 77 78 79 80 


Return on assets remained at the trend 
rate, despite pressure on underwriting prof- 
itability and adverse foreign exchange adjust- 
ments. The investment yield increased to 
9.76% from 8.01% offsetting much of this 
pressure. ; 

Last year, return on equity declined 
because of the increase in book value from 
nonoperating sources and the pressure on 
operating margins. 


Rates of 
Return 
1980 1979 
Beginning assets, 5... 5.2.5. 8.3% 8.9% 
Beginning equity ........... 21.6 2332 


Earnings per share before security trans- 
actions were up only 4.9% following a 17.5% 
increase in 1979. Some significant changes 
in growth and profit trends are likely to occur 
in the early years of the 1980's; in particular, 
the reemphasis of our traditional marketing 
system as well as the introduction of new 
products and the expansion to new markets 
will likely cause premiums to improve at 
higher rates of growth in all divisions. At the 
same time the rate of increase of investment 
income will probably slow from the dramatic 
growth of the last two years, primarily due to 
the anticipated reduction in interest rates. 

The control of general expenses will 
remain an important concern in the near 
term. The continued existence of rapid infla- 
tion, as well as our plans for expansion, 
require improved cost control. Specific plans 
for more stringent cost control are being 
made and should keep general expenses at 
more appropriate levels. 

The tax rate will continue to climb in the 
early 1980’s as investment income continues 
to increase in relation to total taxable in- 
come. However, renewed vigor in our insur- 
ance operations as well as a move toward 
more tax sheltered securities should moder- 
ate the rise in the tax rate in the next few 
years. 


There is a general anticipation that both 
premiums and investments will generate dou- 
ble digit revenue increases in the early 
1980's. This is exclusive of any consideration 
of additional revenues coming from acquisi- 
tions. 

The Past Two Years in Detail 

The adjacent variance analysis and the ac- 
companying text deal with the operating re- 
sults of 1980 and 1979, showing year to year 
dollar and percentage changes in the prin- 
cipal determinants of income per share 
before realized investment gains. 
1980-1979 Comparisons 

Premiums earned increased 11.6%, reflect- 
ing the individual performance of the various 
marketing divisions as follows: 


Premiums Earned 
Increase (Decrease) 


1980 1979 

WSATAG EI wes space rare. (0.3)% 7.5% 
USAC me te enter ne 6.8 8.4 

International A&H 

anchliite ern tan earners 18.5 19:7 
AQencyika a eee 21.8 6.9 
Reinsurance™ s...-0.- 4. 124.2 (9.7) 
OE ts, Ais ees Seas (2.6) 14.8 

Totals ets eee 11.6% 8.6% 


*Excludes Agency reinsurance. 
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International operations showed an 18.5% 
rate of growth, which was favorable although 
down from 19.7% in 1979. USA Life record- 
ed a 6.8% rate of growth, due in a large part 
to the adjustable life policy. Domestic A&H, 
however, showed a 0.3% decrease in pre- 
miums earned due to manpower deficiencies 
in the early part of the year. 

Agency Division realized the most rapid 
premium growth in its history—21.8%, due 
to new rate structures as well asnew busi- 
ness. 

Reinsurance premiums rose 124.2%. The 
company’s favorable financial position al- 
lowed it to take advantage of several attrac- 
tive reinsurance treaties. Although reinsur- 
ance premiums do not generate the same 
high profit margin as do direct premiums, 
they do produce an attractive profit in rela- 
tion to funds invested. 

Investment income rose more than 37%. 
This pronounced growth reflects continued 
high cash flow and continued emphasis on 
short-term, high yield instruments. Also con- 
tributing significantly was a major real estate 
transaction which is discussed in more detail 
elsewhere in this report. 

Policyholder benefits increased 13.7%, a 
more rapid rate of growth than premiums 
earned. This reflects higher benefit ratios in 
the domestic product lines. 

Commissions and general expenses in- 
creased 16.7%. General expenses increased 
much faster than premiums earned due to 
inflation and expansion. 

There was a significant foreign exchange 
loss of $2.4 million, mostly due to contracts 
in U.K. currency, which was highly volatile 
during the year. 

The tax provision increased 13.5%, raising 
the effective rate to 25.3% from 23.9% 
primarily because investment income, which 
is taxed at a higher rate, was a larger portion 
of total income. 


Variance Analysis 


(000 Omitted) 


Poucynolder Benefits..........0. 4... 
Commissions and General Expenses ... 


Total Benefits and Expenses 


Gain or (Loss) on Foreign Exchange... . 


Income Before Income Tax and Realized Investment 


Income Before Realized Investment Gains 


Per Share 


Realized Investment Gains ........... 


Per Share 


INGMIMCOMCusE rns cottons iachios ee a. - 


Per Share 


Average Shares Outstanding 


1980 1979 
Amount’ Percent Amount Percent 

Amount Increase Increase Amount Increase Increase 
aon ute Sa ang Ne ie Sd $663,176 $68,813 11.6% $594,363 $46,919 8.6% 
ped och ie la 93,813 25,689 37.7 68,124 16,699 3215 
2 ied tytn A ty A $756,989 $94,502 14.3% $662,487 $63,618 10.6% 
ae eT ee eee $316,054 $38,015 13.7% $278,039 $12,423 4.7% 
ele Tira Bee 310,618 44,372 16.7 266,246 30,883 eal 
Mea k OG ae $626,672 $82,387 15.1% $544,285 $43,306 8.6% 
Rn Pee. es (2,356) (3,327) _ 971 1,959 — 
ah eee ae Le ae eae $127,961 $ 8,788 7.4% $119,173 $22,271 23.0% 
RE oS eee ee 32,346 3,846 13.5 28,500 7,985 38.9 
pPe in Ny eee Se) $ 95,615 $ 4,942 5.5% $ 90,673 $14,286 18.7% 
RN tO oe $3.53 0.16 $3.37 0.51 
Res in ees cee 1,378 1,045 313.8 Sse Clg) hee 6S8.41) 
07 Rt te 0.05 0.04 0.01 (0.03) 
eee |. (pee ars $ 96,993 $ 5,987 6.6% $ 91,006 $13,575 17.5% 
Le ee $3.58 $ 0.20 $3.38 $ 0.48 
Aricent ate vty: Che Men 27,099,792 26,949, 962 


Although net realized investment gains 
were only $1.4 million, they represented sig- 
nificantly larger gains, especially from the sale 
of real estate, substantially offset by losses 
purposely realized to improve the quality of 
the bond and preferred stock portfolios. 

In summary, 1980 exhibited extremely 
rapid growth in revenue from investments 
and reinsurance, offset by a slowdown in di- 
rect insurance operations. It was also char- 
acterized by substantially higher general ex- 
penses, partly from planned outlays for fu- 
ture growth. 


1979— 1978 Comparisons 

Premiums earned grew 8.6%, less than the 
16.2% gain in 1978, primarily because of 
slower premium growth in Domestic A&H. 
Investment income, on the other hand, rose 
sharply, up 32.5%, due chiefly to the higher 
yields in short-term securities. 

Overall benefit experience improved with 
such costs increasing only 4.7%. Commis- 
sions and general expenses, however, were 
up 13.1% due in large part to inflationary cost 
pressures. There were gains in foreign ex- 
change, both in foreign asset exposure and 
in currency contracts. 
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The tax provision increased 38.9%, result- 
ing in a 23.9% effective tax rate compared to 
21.2% in 1978. The higher rate reflects the 
larger portion of income generated by invest- 
ment activity in 1979 as well as the move to 
investment instruments with fully taxable in- 
come to take advantage of high yields in the 
short-term money market. 


Inflation Effects 

To illustrate the effects of general inflation, 
the following supplementary financial infor- 
mation is expressed in terms of average 1980 
dollars by applying the ‘“‘Consumer Price In- 
dex for All Urban Customers’”’ to reported re- 
sults shown. No specific adjustments have 
been made to property and equipment since 
these assets are immaterial to Combined’s 
financial position. 


Total Revenue Earned (000) 


AsiRepornted tees ha eee ee 
AS: AGjUStEG:ES a. mua sna teri ee 


Cash Dividends Per Share 


AS: (RED Ontedrs otis cans St oar nee 
ASVAGIUSTCCINS Aah s cin cen ee rem 


Market Price Per Share at Year-End 


AS RED ONGC Ris ess 4. ae 
ASHAGIUSTCC entre te tba rv eee eerie 


Total Stockholders’ Equity (000) 


ASEREDONIEG ins sas. ea ae eee 
ASVAGUSTE CEN ee ice hs cee eee ene 


Net Income (000) 


AS REDON COS news teen eee eee 
AS Adjusted: ie a. cee ae eee 


Net Income Per Share 


ANSURCDOMCOM Saat ara eran eee 
ASA CIUSTCC Rete meres tet ee 
Loss in Purchasing Power on Net Monetary Assets (000)............ 


Average Consumer Price Index 


(196 7= 100) ice Ae ee ee eee 


The loss in purchasing power results from 
holding net monetary assets during a period 
when prices are increasing. The purchasing 
power loss does not represent an actual or 
expected disbursement of cash. Therefore, it 
does not decrease funds available for invest- 
ment or payment of dividends. Net monetary 
assets comprise cash and claims to cash that 
are fixed in dollars less liabilities that are fixed 
in dollars. Combined considers all its assets 
other than equity securities and property and 
equipment to be monetary. All liabilities are 
deemed to be monetary. 


Years ended December 31 


1980 WAS 
ee et tira Camas tatere 0 oe $756,989 $662,487 
756,989 752,078 
Jets Geta eerie $1.45 $1.25 
1.45 1.42 
St ee. <n ee ees $17.625 $19.125 
“hee Wao at oe Cee eee 16.834 20.531 
MERI erent Gee ak Ee $497,379 $442,860 
ee Ce Te MES oor 475,051 475,415 
gy aioe a Me eee Mees nc $ 96,993 $ 91,006 
J ee a ee 96,993 103,313 
5 ile aoe ee $3.58 $3.38 
RO ear ctea re to AIO 3.58 3.84 
$ (24,637) $(23,624) 
se ge Laine eesti tne a a 246.8 217.4 
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1978 


$598,869 
756,402 


$1.05 
1.33 
$17.875 
21.742 


$390,121 
474,529 


$ 77,431 
IiR199 


$2.90 
3.66 
$(11,947) 


195.4 


WS 


$511,801 
695,937 


$0.85 

1.16 
$16.75 

22.213 


$354,731 
470,433 


$ 72,447 
98,512 


$2.73 
3.71 
$(8, 707) 


181.5 


1976 


$446,482 
646,286 


$0.695 
1.01 

$14.375 

20.354 


$317,110 
449,012 


$ 59,611 
86,287 


$2:25 
3.26 
$(7,284) 


WAOES 


Financial Structure and Condition 

The first measure of liquidity in an insurance 
company is essentially a comparison of future 
claims (represented by policy liabilities) and 
assets available to meet them (represented 
by invested assets). The adequacy of the 
reserves to meet future claims is scrutinized 
by the company, its auditors and the regula- 
tory agencies. The determination is made 
by comparing prior reserving practices with 
subsequent claims experience. When and 
if reserves are found to be inadequate on 
the basis of experience, a company levies 
a charge against current income to restore 
reserve adequacy. 

Assuming that reserves are adequate, a 
secondary measure of liquidity is the ease 
with which the company can convert invest- 
ed assets to cash (preferably without realiz- 
ing a loss), reflected in the maturity schedule 
and the amount of short-term investments 
in the portfolio. 

Since premiums are paid in advance, oper- 
ating funds are readily available. In fact, an 
established profitable insurance company of- 
ten has substantial surplus capital resources 
in the form of earnings reinvested in the busi- 
ness. The bulk of the earnings are generated 
by Combined Insurance, but such earnings 
are only available to the company when dis- 
tributed as dividends. Such dividends can only 
be made from the statutory unassigned sur- 
plus of Combined Insurance which amounted 
to $252.7 million and $255.2 million at 
December 31, 1980 and 1979, respectively. 
In addition, only a portion of this surplus 
(amounting to $57.2 million and $63.9 million 
at December 31, 1980 and 1979, respective- 
ly) can be distributed as dividends without in- 
curring additional tax liability. Nevertheless, 
the company does have substantial unused 
lines of credit or borrowing power based on 
accumulated stockholders’ equity which may 
_be used to finance future growth. 


Funds provided from operations were 
$183.5 million in 1980 and $192.3 million in 
1979. The largest portion was applied to in- 
vested assets which increased $87.8 million 
in 1980 compared to $115.8 million in 1979. 
The somewhat smaller increase in 1980 fol- 
lowed the decline in premium growth while 
general expenses increased rapidly. The sub- 
stantial fund flow to investments, although 
down modestly in 1980, was a key contribu- 
tor to the rapid growth in investment income. 

The mix of invested assets has changed 
over the two-year period. The proportion of 
preferred stock has declined to 7.5% and 
that invested in common stock and invested 
cash has decreased to 14.1% and 11.5%, 
respectively. The proportion of bonds and 
notes has increased to 60.8%, a change 
which has enhanced the liquidity of invested 
assets. Thus, at year-end 1980, over 25% of 
total assets were readily convertible to cash, 
giving flexibility to take advantage of rapid 
increases in interest rates. 

The other major asset category is deferred 
and prepaid policy acquisition costs. Consis- 
tent with the matching principle (see footnote 
1 to the consolidated financial statements), 
costs of acquiring business are deferred and 
reflected as expenses (or amortized) over the 
expected premium paying period of the 
policies. The increase in this asset was $23.7 
million in 1980 vs $16.9 million in 1979. 
Amortization of the deferred portion amount- 
ed to $30.1 million in 1980 and $26.9 million 
in 1979. 

Policy liabilities represent accumulated 
charges against income to provide adequate 
funds (held as investments) along with future 
premiums to pay current and future claims on 
outstanding policies. The net addition to re- 
serves each year is a non-cash expense 
which allows funds to be available for invest- 
ments. Such liabilities increased $68.6 million 
compared to $69.5 million in 1979. 
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Policy liabilities (or reserves) are of three 
general types. The underlying purpose and 
principles for their establishment are de- 
scribed in the chart below: 


Liability Purpose Reserving Principle 
Future To provide The present value is 
Policy for the pres- based on estimated 
Benefits ent value of future investment 
the excess of yield, mortality, 
future as- morbidity and 
sumed persistency. 
benefits over 
future net 
premiums 
Policy To reflect Estimates are based 
and reported as On current conditions 
Contract well as and prior years’ 
Claims incurred but developments of 
not reported amounts due on 
claims. claims reported and 
unpaid as well as 
claims incurred but 
not reported. 
Unearned_ To provide Gross premiums 
and for premiums collected are prorated 
Advance paid butnot between earned and 
Premium yet earned unearned based on 


the period for which 
premium is paid. 


Reserve adequacy is monitored by com- 
paring expected with actual claims. The 
process has been effective and there has 
been no need for unusually large corrective 
charges to earnings. 


Selected Data 1975-1980 


($ in millions) 


Income Statement Data 


Premiums: Wiittenik = Seas Cerne ne ee ee ee 
Increase in Unearned And Advance Premiums ............ 


Policyhoider: Benefits. . te 3 tee ee eee ere 
Commissions and General Expenses .................... 


Total Benefitstand'Expensess3 ..-5 one eee 
Gain or (Loss) onsForeigqmrExchandea- ae dee ee 


Income Before Income Tax and Realized Investment Gains... 
Provision EOmInCOMmeniax seit Pe ak eee 


Income Before Realized Investment Gains ................ 
nteelir4svo! (tanesuinavetale (GENS cca acccamegooanadcanuoedbcoc 


Net: TAC ONTC esas ks See eee ge ee 


Balance Sheet Data 
Assets 


INVESEMENIES cece ges vB rus ce ioc noes tak oe ec ct oe ee a 
Cash and: Receivables. © c.2.0- siete eee eee 
Deferred and Prepaid Policy Acquisition Costs ............ 
Net Property and Equipment and Other.................. 


otal: ASSCtS oni, Se ee Bauaceceetiee Hee eee eee 


Liabilities and Stockholders’ Equity 


Future:Policy: BenelitS#ay. on cee © dn 2a eee eee 
Policy-and'Contract(Claims @onc:4.6-e8 :. See eee 
Unearned and Advance Premiums...................... 


Total;Policy*Eiabilities 0 etre eo 


Accrued Income:and @themiaxcSie nie ian aaa 
Commissions and General Expenses .................... 
Other: Lia bilitieSy ew ch ee eee 


Stockholders’ Equity” <: sc: j:c2 . Go te 2 
Total Liabilities and Stockholders’ Equity ......... 


Change in Financial Position Data 
Funds Provided 


Net Income’ ses. Van 28 oe aii ie eon crea een 
increase in: Policy Liabilities 2h. reece eee eee 
Amortization of Deferred Policy Acquisition Costs.......... 
Other-—Ne bs ods, sche 6 Wali Steals pede i ace ere 

Funds: Provided from) Operations... @-..y-2an erence tener 
From Common Stock Issued and Other.................. 


From Investments Sold or Matured ..................... 
MOUEW TAU AYo es RIROMCISol os be ok Glesb Sno as Gusbedegoe 


Funds Used 

CostolnvestmentSseunchaSe cine renee es en 
Additions to Deferred Policy Acquisition Costs ............ 
Cash Dividends to Stockholders ............. A ete ae 
Other== INC tree oe ee 5 yo On eee eee 
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Compound 
Growth Rate 


1975/80 


7.6 


1980 1979 1978: A977 seers 


$ 676 $ 604 $ 559 $492 $431 


13 10 12 214 17 
$ 663 $ 594 $ 547 $471 $414 
94 68 52 41 33 

$ 757 $ 662 $ 599 $512 $447 
$ 316 $ 278 $ 266 $201 
175 


$°128 $° 119 $ 97 48 St) Sere 
32 28 21 12 14 
$ 96 $ 91 $ 76 .$ 69 Suse 
1 — 1 3 3 


71 53 46 39 36 
193 169 152 1355 sige 
32 32 30 ed 31 


69 70 83 74 63 
30 27 24 21 20 
(12) 12 9 8 
$ 184 $ 192 $ 196 $176 $151 
(1) 6 2 i 8 


48 40 40 35 32 
39 34 28 23 18 
18 am 20 16 10 

3 (1) (6) (4) 10 


Per Share Income 


Direct Premiums Earned ........ 
Reinsurance Premiums Earned ... 
Investment Income—Net ....... 


Total Revenue Earned... 


movcynolder Benefits .......... 
Commissions and General Ex- 
0 2S 2 
(Gain) or Loss on Foreign Ex- 
SS 2 ee 
Provision for Income Tax........ 


Income Before Realized Investment 


Stock Data 

Dividends Per Share ........... 
Stockholders’ Equity Per Share... 
BO URANOC. . licen ssa cess 
EWerage GNAlES. a2... eee ee ee 
Common Stockholders ......... 


Ratio Analysis 


Pretax Return on Total Beginning 
ON SSCS SS 2 Oa rm 


Return on Total Beginning Assets . 
Financial Leverage ($ Assets Per $ 
Stockholders’ Equity)......... 
Return on Beginning Equity...... 
Retention Rate (% Income Reinvest- 
Ee ns eres ia 2 eae 4 


615 
9.80 
13-— 6% 
Acmon | OMatol0) 
35,438 


11.1% 
19.1% 
8.9% 


2.4 
21.7% 


66.4% 


1980 1979 1978 1977 1976 

$ 21.89 $ 20.86 $ 19.20 16.94 $ S107 $ 
2.58 1.19 134 83 51 
3.46 2.53 1.93 1.53 128 

$ 27.93 $ 24.58 $ 22.44 19.30 $ 16.84 $ 

$ 11.66 $ 10.32 $ 9.95 8.69 $ iiss: 5 
11.46 9.87 8.82 7.56 6.63 
.09 (.04 04 mee — 
1.19 1.06 it, A6 51 

$ 3.53 §$ Ne 6S 2.86 2.59 §$ DAA Ss 
05 01 04 av vA 

$ 3.58 $ 3.38 $ 2.90 Page XS 225. Ss 

$ 1.45 $ jeer oS 1.05 85 §$ 695 $ 

$ 18.35 $ 16.36 $ 14.53 138-375 11.96 $ 
203-16 1/2 21%%-16% 2034-154 18-13% 14354— 9% 
27,099,792 26,949,962 26,691,705 26,515,656 26,508,138 
27,849 28,800 30,357 31,837 32,904 
11.1% 11.7% 10.9% 10.5% 11.4% 
25.3% 23.9% 21.2% 15.1% 19.3% 
8.3% 8.9% 8.6% 8.9% 9.0% 
2.6 2.6 2.6 2.5 2.4 
21.6% 23.2% 21.5% 21.7% 21.8% 
58.9% 62.8% 63.3% 67.2% 67.5% 
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Direct Accident and 
Health Operating Statements 


(O00 Omitted) Years ended December 31 1980 1979 
Revenue 
Premiums written 
Superior Policy Division——USA (iss eae ee Sei aw aE er ee $332,251 $334,361 
superior Policy Division—Intermationali: 242.2% = 9.2.4 2 .\s)ays ecko emcee eye en ee re 109,706 96,258 
Agency Division. oo. Sos hc Baw 5 Oe Gane nih 2 Soe hie oo on Ie ee ea 37,496 31,082 
Al-other vind cua os 245 4 Metis weds @ Gao ahuae «8 See ge Tene ee 5,127 5,357 
Total premiums writtenes 22.6 29 ve, aslo scerg % con Om Ue ea atc eet en ene eee $484,580 $467,058 
Less increase in Unearnedtand: advance Premiums) ..2).eargen ange atelier eee en se eee een ___ 1,098 3,526 
Premiums Garned ies .v-3 oes sect Tabard ow ek hate See Oe are ee $483,482 $463,532 
Investment income-——net Of expenses}... 2926. sco 2h. Geen «ee 61,448 45,779 
Total revenué:earned : iid ols vee a each eae Bice us 6 erie ee eee $544,930 $509,311 
Percent increase over prior Yeats 655 apes cts cee ne ne 7.0% 11.0% 
Benefits and Expenses 
Benefits to policyholders 24.0%. snus. 2 eee sence sc gota ire se en $189,602 $178,549 
Increase in future policy Denefits, 22 cic dc.5.~ coset cacne oo oa ce noes ere 10,761 11,403 
COMMISSIONS: es ¢.c Poa. 0 a eel cd ages SIRE Soe less oes een oy 89,036 86,568 
General EXPenses’. < cove 6 otk we eit Suen caees ee See Gene ne a ca, Oo 119,668 1085754 
Amortization’of deferred policy acquisition:COStsins 3 see eee. eee eee eee 22,924 22,385 
Dividends: to policyholders: «<a. s)s ive fee cetera &.5 seirgiele oe Chee hee Petes ene ne 2,640 3,646 
Total.benefits. and expenses eateiics econ foe Sees see eee $434,631 $406,308 
Gain Or (loss) on, foreign exchanges... «c/s acbesace ace. col ene ree te anne om ne (1,684) 741 
Operating Income Before Income Tax............... 0.0.00. eee $108,615 $103,744 
Percent increase over prior year J Sialed sate a gat ize yh ra en ee es 4.7% 22.1% 


+ Investment income—net is allocated to direct accident and 
health and direct life operations in proportion to policy liabilities 
and stockholders’ equity. 
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Direct Life 
Operating Statements 


(000 Omitted) Years ended December 31 1980 1979 
Revenue 
Premiums written 
ee dOme ONCY DIVISION——USA\. 50 66-25 be a oe Slee bane swe wk eawenews Sit aa a ee $ 91,285 $ 85,227 
Pasco OlGy.LiVision—Intermational. 2. ches ce swe peak wk eee da weed baled ew obese 18,143 13,314 
a a ERE Pelee ge rh NA ei ee dl cae ee Sayed, ame, Dislebd aw cig w ae deuka 2,193 1,950 
emcmeT NLD SAWITLCIE Meat are cece? aun cite ty Beet et ck a herens oe eid Gave dled ee § $111,621 $100,491 
Less increase in unearned and advance premiums............0 0.0... c eee cee eee eee 2,003 WALES) 
RMN moe Re hh ee nie Ng Ghee ats wie este lade ba dialed eA ed $109,618 $ 98,776 
Bee miNmCOmic-—Met OleXDeENnSeS} i... .<e see. Su tan ee Oe eee cede dene wwnuale es 32,365 22,345 
IEE VEIT OIC Cree Aes aah pees, ors A Eun hy UM Gots bad Bie eel alee Gis os $141,983 $121,121 
Rome cmnnclCase OVEImPMOMVeal cctv iy du,6 awash oua © Sa pitts bgia qidieen ty Se alam Meee ae 17.2% 15.3% 
Benefits and Expenses 
Rem OMEIONG VINO) CO ctr ier aha, tee mses 5 i Malo e eal owas doe ae ok doi Rl vaca wee a Gow a $ 33,473 $ 27,203 
SE eee VOONCYsDONCIIS 7s okay nanan Rane se eG eee da He ee hE RY Sad em eee ees 39,806 38,292 
MS ot) SE a ee VRP ry. eee tcis sR Sie tl hehe nS wiginry Oa ele oats t aah 12,412 10;333 
GROSSES i LNs eg abt anes Mp ae Rees ot a oA er 32,576 26,922 
Pere zavon-OLGerened PoOncy acquisition COStS.. «6 os y...we ne hc ee Gece ee ede eee es ened as 6,121 4,499 
er AmDeme nt stall eXPellse serbia ie iiako yee fos 41 deg comida: ae Wyre g titer see Shs: s Sukweteee bao ae $124,388 $107,249 
emErraS o ROM mI OL CION eX Chan CGea air. sits wim ute < we tein oe de bus ele liad cereus San eure (672) 230 
Operating Income Before Income Tax....................00 00s $ 16,923 $ 14,102 
EerceniincreaserOven PnOnr DeNMOG 2. ame cle oma ae aetene eahe cake cnc 6 Melee S % Runde dhe at 20.0% 32.9% 
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Quarterly Financial Data 


(000 Omitted) 1980 
fem 
Direct Premiums Earned’. = $144,814 $148,143 $147,621 $152,522 $593, 100 
Reinsurance Premiums Earned ............... 8,382 17,495 31,953 12,246 70,076 
- Investment Income—Net.................-.. 20,667 20,947 22,600 29,599 93,813 
Total:Revenue Earned =... __ $173,863 __ $186,585 __ $202,174 __ $194,367 __ $756,989 
Income Before Realized Investment Gains or 
(EOSSCS) (2 $ 20,367 $ 24,275 $ 21,019 $ 29,954 $ 95,615 
Per Share ....0... Le $0.75 $0.90 $0.78 $1.10 $2.54: 
Neétincome 4 2 oa eek $ 21,040 $ 25,320 $ 21,410 $ 29,223 $ 96,993. 
Per Shate ee ee $0.78 $0.93 $0.79 $1.08 $3.58 
Dividends Paid Per Shate. 23... $0.35 $0.35 $0.35 $0.40 $1.45 
Stockholders’ Equity Per Share.) . 2... =. $ 15.62 $17.89 S$ A772 $° 18:35 $ 18.35 
Price Range. ne a se ee 2038-16 % 203-17 2038-19 %e 19%-16% 20%—16 Ya e 
Average Yield) 25. ee 7.6% 7.5% 7.1% 8.7% 7.9% 
Average Shares 25. ee 27,079,926 — 27,104,907 27,108,677 ° 27,108,677. = 27 060 foe 
Average Monthly Trading Volume ............. 697,123 533,177 720,792 669,499 655,148 
: 1979 
_NQe 2 20 Be 
Direct Premiums:Earned’ 3. $134,464 $139,848 $141,791 $146,205 $562,308 
Reinsurance Premiums Earned ............... 6,334 7,247 6,586 11,888 32055 
Investment Income—Net..............0..... 15,688 15,886 142528 19,022 68,124 
Total Revenue Earned. ............. $156,486 $162,981 $165,905 $177,115 $662,487 
Income Before Realized Investment Gains or ah 
(LOSSOS) oe $ 18,422 $ 22,579 $ 23,104 $ 26,568 $ 90,673 
Per Shales. ee $0.69 $0.84 © $0.85 $0.98 $3.37 
Netincome 3 a $ 18,577 $ 22,987 $ 24,607 $ 24,835 $ 91,006 
Per Share: <0 829 $0.69 $0.86 $0.91 $0.92 $3.38 
Dividends Paid:Per Share. 2 $0.30 $0.30 >= $0:30 $0.35 $1.25 
Stockholders’ Equity Per Share: . 2.05.52. .23. $ 15:15 $ 15.63 3° 16.24 $16.36 $= 16:36 
Price Range. 0 ee ~  18%—165 21%—-16% 21%—18%. 21-18% 21%—-16% 
Average Yield 23 6.8% 6.3% 5.9% 7.0% 6.5% 
Average Shares. aes 2 oe a 26,861,502 26,923,282 26,984,292 27,031,886 26,949,962 
Average Monthly Trading Volume ............. 813,143 730,075 523,567 613,667 670,113 
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Revenue 
__ Premiums earned 


Investment income—net of expenses 1980—$5, 856; 


Increase in future policy benefits 


Provision for income tax (note 7) 


: OE ee er a a ee es 
a 

a TOG Ue ae Re ee eae Bs 
is ; ‘ 

__ Income Before Realized Investment Gains....................... 
7 Realized investment gains—net of tax (note 4) ............02..0.... 
Mente INCOME (Ole 12) ey a. 
Ss 

Per Share 

. Income before realized investment gains .............-....02.000-. 
; Realized investment gains—net of tax... 2... . ee eee 
; Re a ee ee ee RS 
Mee Casi dividends declared and paid 2. 0... ee oe 
MET eet ann StialOS 6 <f a eee we ky Sk pe easy 5 a 
q See accompanying notes to consolidated financial statements. 


ee ee 


= 


Income Before Income Tax and Realized Investment Gains 


PGGIGenE ANG Health <2 ee ee 


ote Premiums CamneG" es ee Per ea A 


me 1979-94412; 1978 $3,686 (note 3) ....... 2... eee ee eee 
EOL TEVENUe Cannes iin ee aes 


POGCIGeniancnealths SN a 


MN ONC er a ee eae Oe 
Me A GCS ee a ee Ce 
meee tance -Deneliis alc expenses. 6 ee eg 
Amortization of deferred policy acquisition costs (note 5) 
menics 10 DOUCVIOIOEIS en oe wk ee ee ee 


Ola! DEMeliS:and EXPENSES cs hee ie re eS 
ie OF (ees) ON IOFOION OXCNANOG oo ec oe hae ee 
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Years ended December 31 


1980 


483,482 
109,618 


70,076 


663,176 


93,813 


756,989 


189,602 
33,473 


10,761 
39,806 
101,448 
152,244 
67,653 
29,045 
2,640 


| 626,672 
(2,356) 


127,961 


22,485 
9,861 


95,615 
1,378 


96,993 


$3.53 
0.05 


$3.58 
$1.45 


27,099,792 


1979 


463,532 
98,776 


32,055 


594,363 


68,124 


662,487 


178,549 
27,203 


11,403 
38,292 
96,901 
130,730 
30,677 
26,884 
3,646 


544,285 


Se 


ae is Ps a7} 


18,588 


g2i2 


90,673 
333 


91,006 


$3.37 
0.01 


$3.38 
$1.25 


26,949,962 


1978 


423,921 
88,691 


34,832 


547,444 


51,425 


598,869 


169,556 
22,766 


8,080 
36, 166 
88,645 

113,681 
33,418 
23,982 

4,685 


500,979 


(988) 


96,902 


11,050 


9,465 


76,387 
1,044 


77,431 


$1.05 


26,691,705 


Consolidated Statements of 
Financial Position 


(000 Omitted) As of December 31 
1980 1979 
Assets 


investments—Other than Investments in Affiliates (note 2) 
Bonds and notes—at amortized cost: 


(market: 1980—$527,121; 1979—$474,122)....... on $ 603,060 
Stock—at cost: 
Preferred (market: 1980-—-$2.342;.1979--$1,.425) 2... es 3,553 
Stock-——at market: 
Preferred (cost: 1980-—-$119, 007: 1979—-$110, 190) 2... 5.0 70,367 
Common (cost! 1980-—$121,849; 1979-$164,471) 2.0. 139,624 
Mortgage loans on-realesiate:) 5c) ae 34,897 
Real estate (net of accumulated depreciation: 1980-—$2,443; 1979—$2,209).............. 5,194 
Policy loans and other 2.2.0... sy 20,644 
Invested: Cash? #25 sr ae a ee a ee ___ 113,449 
Total invesiments = a $ 990,788 
Cash 2 a ee 6,687 
Receivables 
Premiums and other (net of allowance for doubtful accounts: 
1980-9794: 1979-—$527) <2 ee a 41,473 
Accrued InVeStMentinCOMe oe oa Pe ee 22,401 
Total receivables : 2... 0 a $ 63,874 
Deferred and Prepaid Policy Acquisition Costs (note 5) .............................. 192,533 
Property and Equipment, at Cost 
band and. buildingS o.oo 23,090 
Furniture and GqQuipment =. oot a 23,194 
Leasehold improvementS 35 se 2,649 
Subtotal $ 48,933 
Less accumulated depreciation and amortization: 3)... 2.) ae ee. 20,527 
Net property and equipment: . 2°). $ 28,406 
Other Assels: 3 a a. 8 4,608 
Total Assels:. 8 es ee $1,286,896 


See accompanying notes to consolidated financial statements. 
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$518,570 
2,182 


73,373 
164,643 
15,915 
5,278 
14,794 © 
108,228 


$ 902,986 


4,122 


35,953 
13,186 


$ 49,139 


168,838 


21,044 
21,993 
2,022 


$ 45,726 


17,877 


$ 27,849 


4,289 


$1,157,223 


(000 Omitted) 


Future policy benefits (note 6) 


Unearned and advance premiums 


a ee 


ss Accrued income tax (note 7) 


Liabilities and Stockholders’ Equity 


es 
mee oe andealtht 2. eo. 
Pelcy aie contract claimS 222). fe 


ei ee ae 


_ Commissions and general expenses .......... 
Meer LAKES a eee 


_ Stockholders’ Equity 
Preferred stock—no par value 


a - Class A—authorized and unissued—5,000,000 shares 
Class B—authorized and unissued—5,000,000 shares 


~ Common stock—$1 par value (note 11) 
Authorized—60,000,000 shares, issued 


Me Paid-in additional capital................... 
Net unrealized investment losses (notes 2 and 4) 
Perained earings (note 8). 2... ek 


SUD HOLA oe a 
Less cost of treasury stock: 1,268, 100 shares 


; Total Stockholders’ Equity ....... 
Total Liabilities and Stockholders’ Equity 
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As of December 31 


1280, 
$ 281,631 $ 249,436 
50,778 39,532 
134,979 123,859 
26,067 29,911 
139,055 125,149 
16,803 17,166 
81,664 73,762 
29,277 28,382 
5,893 6,117 
23,370 25,049 
$ 789,517 $ 714,363 
$ 27,109 $ 28,339 
6 10,142 
(30,365) (26,646) 
500,629 444,991 
$ 497,379 $ 456,826 
— 13,966 
eral ith ese ae 
$1,286,896 $1,157,223 


Consolidated Statements of 
Stockholders’ Equity 


(000 Omitted) 


1980 
Common Stock — 

Balance at January 14,26 36 $ 28,339 
Stock issued under officers’ and employees’ stock option plan................. _ 
Elimination of treasury stock (note 1)... .. vie ee (1,230) 

Balance at,.December31. 00 3 ee 

Paid-in Additional Capital 
Balance at Januaty 1:00. 25.0. $ 10,142 
Stock issued or disbursed from treasury under officers’ and employees’ stock option 
OlAN oe ee ie a 132 
Elimination of- treasury stock (note: 1)... 2-0 (10,268) 
Balance at December 31.2.3. . 2362 es - 9 6 
Net Unrealized Investment Losses 

Balance at January 13... 205. Ue $(26,646) 
Net unrealized investment losses ..:: 2 3.66 a (3,719) 

Balance at December 34 3.6406 3 On $(30,365) 

Retained Earnings 

Balance at January 1.002 2 $444,991 
Net incomes. Sa 96,993 
Cash dividends to stockholders of $1.45 per share in 1980, $1.25 per share in 1979 

and $1.05 pershare in 1978... (39,308) 
Elimination of treasury stock (note 1). 3.3. (2,047) 
Balance at December 31 2.3.33 9 $500,629 
Stockholders’ Equity at December 31 Before Deduction of Treasury Stock ...... $497,379 

Less cost of treasury stock 
Balance at January:1. 2 $ 13,966 
Stock disbursed under officers’ and employees’ stock option plan .............. (421) 
Elimination of treasury stock (nole})). 0.8.3 (13,545) 

Balance at December 31. 0. 40.03; $ =_ 

Stockholders’ Equity at December 31 ............................0......... $497,379 


See accompanying notes to consolidated financial statements. 
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1979 


> 26, 198 
182 


$ 28,339 


» 9,09) 


1,051 


$ 10,142 


$ (20,332) 
(6,314) 


$ (26,646) 


$387,688 
91,006 


(33,703) 


$444,991 
$456,826 


$ 14,483 
(517) 


$ 13,966 
$442,860 


Years ended December 31 


1978 = 


$ 27,845 
312 


$ 28,157 


5 7226 


1,855 


$ 9,091 


$ (4,187) 
(16, 145) 


$ (20,332) 


$338,320 
77,431 


(28,063) 


$387,688 _ 
$404,604 


$ 14,483 


$ 14,483 
$390, 121 


Consolidated Statements of 
Changes i in Financial Position 


(000 Omitted) 


_ Funds Provided 

From operations 

4 0S SS Os SR ee 

Charges (credits) to income not affecting funds 
Perabe BOUNCY OCienIS <a ee a ee 
Boney ONG CONTACT Clans: 8 oe ay ee ame cure es 
Unearned and advance premiums 
Amortization of premium and (discount) on securities 
Increase in accrued investment income 
iiereace I plepalG PONCY ACQUISITION COSIS: ns 
Amortization of deferred policy acquisition costs .................0..0054. 

a Depreciation and amortization of bieeerys ANG CGUIDMEM cc ee 

Increase in accrued income tax 

: Oe ee es. 


Funds provided from ype ations 
Bens OOK ODNONS CXCICISCO GG ag eerie ei ee Chee eA Wen 
Other—net 


/ 


From investments sold or matured 


BOON STOCK a ee 
Mortgage loans 


Funds provided from investments sold or matured 
FOtALEUNGS PIOVIGGR =. a ea; 


Funds Used 

Cost of investments purchased 
BONUS and NOlES=— Nets srs a a as A 
Preferred stock 
Common SlOCK eo eee BE SO sre ae ie Ser 
Momdagerand DONCY lOanS na ee aes 
FRGelt COTATI a 
Invested cash—net 


Total C@st of investments purchased... a ee a 
Additions to: deterred: policy acquisition Costs yo. ee i es ee 
Additions. to property and equipment 
Retr CIVINIENOS IO SLOCKHOINSIS (3 ee ee i ee ae a 


See accompanying notes to consolidated financial statements. 
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Years ended December 31 


1980 


14,062 
(7,912) 
(9,215) 
(5,413) 
30,108 


$183,488 
431 
(1,420) 


$182,499 


$317,919 
19,639 
365,499 
26,982 


$730,039 
$912,538 


$392,381 
29,828 
332,377 
51,929 
445 
4,295 


$811,255 
48,157 


1979 


$ 91,006 


D1;98) 
7,324 
10,227 
(7,131) 
(2,417) 
(3,797) 
26,884 
2,913 
13,578 
WTA 


$192,285 
1,582 
4,349 


$198,216 


$ 77,366 
3,026 
177,982 
2,358 


$260,732 
$458,948 


$159,777 
1,806 
215,467 
7,587 
189 


(9,661) 


$375, 165 
39,848 
4,966 
33,703 
6,110 
(844) 


$458,948 


1978 


$ 77,431 


50,170 
20,756 
11,863 
(4,800) 
(2,469) 
(1,078) 
23,982 
2,873 
9,968 
7,185 


$195,881 
2,167 
314 


$198,362 


$ 99,500 
53,386 
197,745 
453 


$351,084 
$549,446 


$157,156 
22,935 
185, 159 
9,252 

40 
92,656 


$467, 198 


40,081 
T5111 
28,063 
13,025 
(6,432) 


$549,446 


Notes to Consolidated Financial Statements 


1. Summary of Significant Accounting Principles and 
Practices 


Principles of Consolidation 


Combined International Corporation (the ‘““Company’’) became 
the parent company and sole stockholder of Combined In- 
surance Company of America (‘‘CICA’’) by a plan of exchange 
implemented on May 30, 1980. The stockholders of Combined 
Insurance Company of America were considered to have au- 
tomatically exchanged their common shares on a one-for-one 
basis for the new parent company stock. The exchange has 
been accounted for as a pooling of interests; accordingly, the 
historical-cost basis of the assets and liabilities has not been 
changed. Treasury stock included in the accounts of CICA has 
been eliminated in consolidation by a charge to common stock 
for the par value. The amount in excess of par has been 
charged first to paid-in additional capital to the extent available 
and the remainder to retained earnings. 

The accompanying consolidated financial statements in- 
clude the accounts of Combined International Corporation, a 
holding company, and its wholly-owned operating subsidiary 
Combined Insurance Company of America and its totally-held 
subsidiaries. Unless the context indicates otherwise, the term 
“Combined”’ includes the Company and its affiliates while the 
term ‘‘Combined Insurance’ includes CICA and its subsidi- 
aries. All material intercompany accounts and transactions 
have been eliminated. 


Basis of Presentation 


These statements have been prepared in conformity with gen- 
erally accepted accounting principles (GAAP). The significant 
differences between GAAP and statutory insurance accounting 
practices, which are used for reporting to regulatory authori- 
ties, are reflected in the reconciliation to statutory financial state- 
ments (note 12). 


Investments 


In the consolidated statements of financial position, invest- 
ments in bonds are generally valued at amortized cost while 
most common and preferred stocks are valued at market. 
Common stock subject to call options is valued at the lower of 
exercise price or market value. Preferred stock which must be 
redeemed by the issuing enterprise or is redeemable at the op- 
tion of Combined is valued at cost. The market values of stocks 
are determined in accordance with the methods prescribed by 
the National Association of Insurance Commissioners which 
approximate quoted market values. 

Unrealized investment gains or losses are recorded directly in 
stockholders’ equity, net of provision for the income tax which 
would be applicable if realized. Realized investment gains or 
losses are computed using specific costs of securities sold and 
are recorded in income net of applicable income tax. Realized 
call option premiums are reported as realized investment gains. 


Foreign Currency Translation 


Foreign assets are translated at current exchange rates except 
that deferred new policy acquisition costs and property and 
equipment are translated at historical exchange rates. Foreign 
liabilities are generally translated at current exchange rates. 
Revenues and expenses are translated at average exchange 
rates. Both realized and unrealized foreign exchange gains or 
losses are recorded in net income. : 


Recognition of Premium Revenue and Related Expenses - 


Premiums collected are reported as earned proportionately 
over the period covered by the policies. Most of the policies are 
sold and renewed on a six-month basis. Benefits and related 
expenses are associated with the premiums earned proportion- 
ately over the life of the policies through a provision for future — 
policy benefit liabilities and through deferral and amortization: 
of deferred and prepaid policy acquisition costs. 


Deferred and Prepaid Policy Acquisition Costs 


Costs of acquiring new business, principally the excess of new 
commissions over renewal commissions, and underwriting and 
sales expenses which vary with and are primarily related to the — 
production of new business, are deferred and amortized over 
an assumed period which may not exceed the premium paying 
period of the policies. Amortization is related to and based 
upon the premiums expected to be earned on the policies. 
Such amortization is adjusted annually to reflect CICA’s current 
withdrawal experience. Expected earned premiums are es- 
timated by using the same assumptions used in estimating fu- 
ture policy benefits. For life insurance the costs are amortized 
over the premium paying period of the policy. About 50% of the 
initial acquisition cost on life insurance is amortized by the © 
eighth policy year. Individual accident and health policy acqui- 
sition costs are amortized over ten to twenty years depending 
on observed withdrawal rates; 50% is amortized in three to five 
years. Group accident and health insurance acquisition costs 
are amortized equally over five years. Recurring costs of acquir- 
ing and renewing business which are prepaid are amortized as 
the related premium is earned. 


Future Policy Benefit Liabilities and Unearned Premiums 


Future policy benefit liabilities have been computed by the net 
level premium method based on estimated future investment 
yield, mortality, morbidity and withdrawal rates, which are 
based on CICA’s experience using reasonable margins for ad- 


_ verse deviations. Unearned premiums are calculated using the 
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pro rata method and are based on gross premiums. 


Income Tax 


CICA is taxed as a life insurance company and together with its 
eligible subsidiaries files a consolidated Federal income tax re- 
turn. For Federal income tax purposes, foreign branch opera- 
tions are included in the U.S. tax return. Such branches also file 
a separate tax return in the country in which they are located. 


_ Foreign tax credits reduce U.S. taxes to the extent of foreign 


taxes incurred. 

Deferred income tax is provided for significant timing differ- 
ences between financial reporting income and taxable income. 
Investment tax credits, which are insignificant, are reflected as 
a reduction of tax expense in the year they are recognized in 


_ the tax return. 


2. Investments 


_ Gross unrealized gains and (losses) resulting from valuation 


changes in marketable equity securities included in stock- 
holders’ equity at December 31, 1980 were $28,240,000 and 
$(58,605,000), respectively. 

At December 31, 1980 and 1979, respectively, deferred in- 


_vestment income resulting from open or unexpired call options 


amounted to $6,111,000 and $5,757,000. Common stock 


_ encumbered by call options was valued at $36,401,000 and 


Pee can 


$53,471,000 at December 31, 1980 and 1979, respectively. 
Loan commitments at year end 1980 amounted to 


~ $22,593,000. The contract amount and market value, respec- 


tively, of forward purchase commitments for Government Na- 


_ tional Mortgage Association pass-through certificates and 


Federal Home Loan Mortgage Corporation participation cer- 


tificates amounted to $18,305,000 and $17,568,000 at 


December 31, 1980 and $234,000,000 and $218,589,000 at 
December 31, 1979. Unrealized gains and losses due to the 
differences between contract amount and market value are not 
reflected in the consolidated financial statements. 

Securities and mortgage loans on deposit for regulatory 


a authorities as required by law amounted to $56,799,000 at 


_ December 31, 1980 and $53,406,000 at December 31, 1979. 


Bonds pledged as collateral for Combined’s forward purchase 


~ commitments of Government National Mortgage Association 


pass-through certificates and Federal Home Loan Mortgage 
Corporation participation certificates amounted to $759,000 


~ and $15,805,000 at December 31,1980 and 1979,respectively. 
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Included in investments as of December 31, 1980 and 1979 
were the following major security holdings (exclusive of U.S. 
government guaranteed securities) which exceeded 2% of total 
investments: 


(000 Omitted) 1980 1979 
American Telephone and Telegraph and 
Aftiliates— 
BON GSe eter oe ete ee te ire Ge eee $23,393 $29,964 
PRETEHTOGESIOCK: eye rd Sine cca 3,506 1,760 
GOMIMONEStOC Kor aw tita pee a se eu eas ee 3,564 5,848 
3. Investment Income 
The components of investment income are as follows: 
(000 Omitted) 

Years ended December 31 1980 1979 1978 
Bondsmandnoresiirc ureter nee $56,171 $37,802 $27,773 
PrerenleGg StOCKrac 7s ace oes eer 9,657 8,590 10,830 
GOMIMONsStOC Kasse te eae eee al 13,364 8,523 6,380 
Mortgage loans on real estate.......... 6,910 1,118 943 
ReaReS tater areca conch eee thon ore eke 1,576 1,072 964 
Policy:loans-anc:othern.228 3 syeca see 914 805 1,367 
Iivestedicash heise ee ete eee 11,077 14,626 6,854 

Gross investment income.......... $99,669 $72,536 $55,111 
InvestmentsexpenseSee tee en aon 5,856 4,412 3,686 
Net investment income............ $93,813 $68,124 $51,425 


Mortgage loan investment income for 1980 includes an accrual 


of $2,918,000 representing CICA’s share of earnings related to 
a real estate investment in which CICA is entitled to 25% of the 
earnings of such investment in addition to the interest rate 
stated in the mortgage agreement. CICA’s share of earnings is 
based on sales completed in 1980 and does not anticipate 
earnings expected in 1981. 
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4. Investment Gains and Losses 


The components of realized and unrealized gains and (losses) 
on investments recognized in the consolidated financial state- 
ments are as follows: 


(000 Omitted) 
Year ended December 31, 1980 
Realized Unrealized Net 
Bondsitiy as 5 hae nea ee eee $(16,590) $ — $( 16,590) 
Preferred’ Stock “sees on eee (3,926) (11,822) (15,748) 
Commionistockt2. 53. a= aetna 6,888 8,103 14,991 
Options closed or expired ............ 962 — 962 
Realtestate: 362... Gita ae irene eee 10,785 — 10,785 
Oi p=) peeenereney Fastamnc ides ees Cotte ewe ne, Aus 4,179 - — 4,179 
Total:before: tax ameat nee le eee $, 2,298) $ (S719). (1,424) 
Less applicablestaxs ans en ee 920 _— 920 
Totals. 3.< 0% Seerinp teen eee $ 1,378 $ (3,719) $ (2,341) 
Year ended December 31, 1979 
Realized Unrealized Net 
BONGS: 25535 \cecse ee aeles eae eee $(4,021) $ — $ (4,021) 
Preferred*stock: shin. s-cheesance see ees (277) (14,334) (14,611) 
Common: StOCKsci see = ee eee 746 8,020 8,766 
Options closed or expired ............ 3,957 — 3,957 
ONGC reo str ata oe ee 166 a 166 
Notal:before'tax’ =. he are: > /ale oy (Oro 4) oe S e743) 
Less-applicable taxce ta. pet ae 238 — 238 
We) Fetters tear sone h npr Atran iaitan a cn beeen eh Sirees aad (6,c14 aeons od) 
Year ended December 31, 1978 
Realized Unrealized Net 
Bonds 2-45 tye a. ae ee ee $.\(257) $ 14. $ (243) 
Preferred Stock: in..0 eee (2,614) (9,357) (11,971) 
GommomstOCk Teh.cpeeecin cnet eer nae 2,700 (6,802) (4, 102) 
Options closed or expired ............ 1,916 — 1,916 
Other ss yh. Gia nce ae eee 15 — 15 
Totalibetorestaxgene ees: eee $1,760 $16,145) $(14,385) 
less applicable: taxa ava meee ee aes 716 —_ 716 
TOtabad cts PAR So ice ee eee $1,044 $16,145) $(15,101) 


Unrealized market depreciation on bonds and preferred stock 
which must be redeemed by the issuing enterprise or is 
redeemable at the option of Combined amounted to 
$31,942,000, $11,860,000 and $18,430,000 in 1980, 1979 
and 1978, respectively. Such market depreciation is not reflect- 
ed in the consolidated financial statements. 


5. Deferred and Prepaid Policy Acquisition Costs 


The accounting treatment for deferred and prepaid policy ac- 
quisition costs and related amortization is described in note 1. 
A breakdown of costs deferred and related amortization by 
type of insurance follows: 


(000 Omitted) Accident & 
Life Health 
1980 Insurance Insurance Total 
Balance of deferred and prepaid policy 
acquisition costs, January 1...... $ 42,464* $126,607* $169,071* 
Deferred policy acquisition costs . . 10,629 37,528 48,157 
Charged to costs and expenses . . . (5,583) (19,112) (24,695) 
Balance of deferred and prepaid policy 
acquisition costs, December 31... $ 47,510 $145,023 $192,533 
Initial premiums written ........... $ 15,226 $ 81,569 $ 96,795 
Renewal premiums written ......... $143,868 $435,750 $579,618 
1979 
Balance of deferred and prepaid policy 
acquisition costs, January 1...... $ 36,812*  ($115,265%) -$152-07= 
Deferred policy acquisition costs . . 9,183 30,665 39,848 
Charged to costs and expenses .. . (2,511) (20,576) (23,087) 
Balance of deferred and prepaid policy 
acquisition costs, December 31... $ 43,484 $125,354 $168,838 
Initial premiums written ........... $9 13/531 $ 83,032 $ 96,563 
Renewal premiums written ......... $105, 165 $402,029 $507,194 
1978 
Balance of deferred and prepaid policy 
acquisition costs, January 1...... $ 31,869*  $102,845* $134,714* 
Deferred policy acquisition costs .. 7,413 32,668 40,081 
Charged to costs and expenses .. . (2,483) (20,421) (22,904) 
Balance of deferred and prepaid policy 
acquisition costs, December 31... $ 36,799 $115,092 $151,891 
Initial premiums written ........... $ 18,026 $ 94,426 $112,452 
Renewal premiums written ......... $ 83,395 $363,460 $446,855 


*Portion of beginning balance revalued to end of period foreign exchange 
rates. 


The largest single element of deferred policy acquisition 
costs relative to life insurance was the excess of new commis- 
sions over renewal commissions amounting to $7,186,000, 
$5,940,000 and $5,771,000 for 1980, 1979 and 1978, respec- 
tively. The largest single element of deferred policy acquisition 
costs relative to accident and health insurance was the excess 
of new commissions over renewal commissions amounting to 


$21,104,000, $20,011,000 and $21,811,000 for 1980, 1979, 
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and 1978, respectively. The remaining costs, none of which ex- 
ceeded 15% of deferred policy acquisition costs, were sub- 
stantially comprised of the excess of new overrides over re- 
newal overrides, policy issuance costs and underwriting costs. 


6. Future Policy Benefits 

The composition of future policy benefits and applicable inter- 
est assumptions by year of issue are presented below: 

(000 Omitted) As of December 31 


» Future 
Policy Benefits 


1980 1979 
$281,148 $249,052 


Interest 
Rates 


Years of 
Issue 
Type of Insurance 


Ordinary life . . 1966todate 6% decreasing 
over 20 years 
to 4.5%, 4.5% 
thereafter 

Other life .... 483 3% all years 


384 1967 to date 


Individual acci- 
dent & 
health 49,798 38,532 1969todate 6% first 10 

years, 5% 

second 10 

years, 4.5% 

thereafter 

4% first 10 

years, 3.5% 

second 10 

years, 3% 


thereafter 


1,000 Prior to 


1969 


/ 980 


$332,409 $288,968 


7. Income Tax 


CICA and its eligible U.S. subsidiaries file a consolidated Feder- 
al income tax return under the provisions of the Life Insurance 
Income Tax Act of 1959. Taxable investment income is taxed 
at the standard corporate rate with realized investment gains or 
losses at applicable capital gain rates. One-half of taxable 
underwriting profits, if any, is taxed, with the remaining half 
accumulated in a memorandum “‘policyholders’ surplus ac- 
count.”’ ‘‘Policyholders’ surplus,’’ which is taxed only when dis- 
tributed to the Company or if it exceeds prescribed limits, ap- 
proximated $224,900,000, $224,700,000 and $202,800,000 
at year ends 1980, 1979 and 1978, respectively. The net addi- 


tions to the “‘policyholders’ surplus account”’ for the years end- 


ed December 31, 1980, 1979 and 1978 were approximately 
$200,000, $21,900,000 and $21,700,000, respectively. It is 
not CICA’s intention to distribute ‘‘policyholders’ surplus’’ to 
the Company in the foreseeable future and no income tax pro- 
vision has been made for that purpose. CICA has approximate- 
ly $57,200,000 of retained earnings available for distribution to 
the Company at December 31, 1980 without incurring addi- 
tional tax liability, compared to approximately $63,900,000 at 
December 31, 1979 (see note 8). 

Foreign tax credit carryovers decreased for financial state- 
ment purposes by $2,004,000 in 1980, decreased by $55,000 
in 1979 and increased by $300,000 in 1978. There are no for- 
eign tax credit carryovers available as of December 31, 1980. 
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The components of the deferred income tax provisions are 
as follows: 


(000 Omitted) 


Years ended December 31 1980 1979 1978 
Approximate net level basis for valuing the 
direct ordinary life reserves ............ $5,758 $5,015 $ 3,789 
Policy acquisition costs expensed for tax 
purposes and deferred or prepaid for 
financial accounting purposes .......... 11,073 7,939 8,331 
Tax basis increase in future policy benefit 
liabilities greater than the financial 
accounting increase 
PACE er hdg tee taaternem was aes n en syger e804 2,199 2,293 3,678 
isi sYee ACS 6c hs teres Pe ate ai ee oraee MRC a ies 6,403 559 534 
Special life insurance company deductions 
applied to reduce deferred tax ......... (9, 166) — — 
Special life insurance company deferral for 
one-half of the excess of gain from 
operations over taxable investment 
INCOMCR semen atrar ie ine ae nate ee tae cea ee (6,392) (7,485) (7,334) 
Othewiiemss—net cs eerie es ek oy els (14) 1,591 467 
Ot Gliese ok ent cers ea eit hos cane $9,861 $9,912 $ 9,465 


Differences between Combined’s effective tax rate and the to- 
tal ‘“‘normal’’ Federal tax rate are as follows: 


1980 
46% 


1979 


46% 


1978 


48% 


Years ended December 31 


“Normal’’ tax rate 
Decrease in tax resulting from 
Income subject to taxation only when distrib- 
uted or exceeding prescribed limits (‘‘policy- 
holders’ surplus account’’) 
Tax exempt investment income deductions. . . 
Special deductions for nonparticipating 
policies and group life and A&H premiums . 
Other 


24% 21% 


The provision for income tax is made up of the following com- 
ponents: 


(000 Omitted) Year ended December 31, 1980 
U.S. : 
Federal State Foreign Total 
Current tax expense......... $12,848. $ 4238 $9214 $22,485 
Deferred tax expense........ 8,014 240 1,607 9,861 
TOta lesa ee sean ae a $20,862 $ 663 $10,821 $32,346 
Year ended December 31, 1979 
US: 
Federal State Foreign Total 
Current tax expense .......... $10,868 $ 611 $ 7,109 $18,588 
Deferred tax expense ......... 8,794 — 1,118 9912 
NOlal ac eae $19,662 $ 611 $8,227 $28,500 
Year ended December 31, 1978 
U.S. 
Federal State Foreign Total 
Current tax expense .......... $ 6243 $ 440 $ 4,367 $11,050 
Deferred tax expense ......... 7,528 — IST 9,465 
otal veo re ae $13,771 $ 440 $ 6,304 $20,515 


The current tax expense for the year ended December 31, 
1978 includes favorable adjustments applicable to prior years 
of $1,228,000. 


8. Restrictions on Stockholders’ Equity 


The Company’s ability to pay dividends to its stockholders is 
dependent on receipt of dividends from CICA. Statutory au- 
thorities allow payments of dividends to be made from statu- 
tory unassigned surplus only. Statutory unassigned surplus 
amounted to $252,650,000, $255,240,000 and $219,222,000 
at December 31, 1980, 1979 and 1978, respectively. 


See note 7 for possible tax effects of distributions made out 
of untaxed earnings. 


9. Segment Information 


The 1980, 1979 and 1978 segment information located on 
page 12 is incorporated herein by reference. 


10. Profit Sharing and Pension Pians 
Profit Sharing Plans 


As of December 31, 1980, Combined Insurance maintained 
contributory profit sharing plans for the benefit of United States 
salaried and commissioned employees and for Canadian sala- 
ried employees and commissioned agents. For 1980, 1979 and 
1978 Combined Insurance made aggregate provisions for all 
profit sharing plans of $6,948,000, $7,205,000 and $7,088,000, 
respectively. 


Pension Plans 


Combined Insurance’s noncontributory qualified employees’ 
pension plan provides benefits for substantially all salaried em- 

ployees in the United States upon retirement, based on years 

of service and salary. As of January 1, 1980, the plan’s net as- 

sets available for benefits were $5,941,000 and exceeded the 

actuarially computed value of vested benefits by $3,327,000. 

Combined Insurance’s policy for funding pension costs is to 

fund all benefits accruing during the year and to amortize prior 

service costs over 30 years. The unfunded prior service cost 

as of January 1, 1980 was $3,977,000. As of January 1, 1980, 

the actuarial present values of vested and nonvested accumu- 

lated plan benefits were $2,523,000 and $842,000,respectively. 

An assumed rate of return of 7.5% was used in determining the 

present value of accumulated plan benefits. The pension plan 

provisions for 1980, 1979 and 1978 were $659,000, $817,000 
and $777,000, respectively. Changes in actuarial assumptions 

reduced the 1980 plan provision by $256,000. 


11. Stock Option Plans 


The Company’s stockholders approved a nonqualified stock 
option plan in 1980. During the year, options to purchase 
895,175 shares of Company stock were granted at 100% of 
market value on the date of grant ($18.06). These options will 
first become exercisable (in part) in 1983. As of December 31, 
1980, options to purchase 871,375 shares remained outstand- 
ing. 

The qualified stock option plan expired on July 23, 1975 with 
the last outstanding options either expiring or being exercised 
by March, 1980. In 1980, 1979 and 1978, respectively, options 
were exercised for 38,210; 228,987 and 311,114 shares in the 


_ amounts of $431,000, $1,582,000 and $2,167,000. 
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42. Reconciliation to Statutory Financial Statements 


A reconciliation of net income, as reported for statutory pur- 


_ poses, to that reported under GAAP is as follows: 
(000 Omitted) 


Years ended December 31, 1980 1979 
Net income—statutory basis ......... $ 62,621 $ 82,345 
_ Adjustments 
Deferred policy acquisition costs .... 48,157 39,848 
Amortization of deferred and prepaid ; 
policy acquisition costs.......... (24,695) (23,087) 
Future policy benefit liabilities 
Accident and health ............ 35529 3,867 
Ms es Se etree: 14,093 1,438 
Deferred income tax .............. (9,861) (9,912) 
Gain or (loss) on foreign exchange ... 67 278 
Realized investment gains or (losses) . 448 (3,591) 
mmeal estate interest... 220 Fe es 2,918 ee 
fm Oineradjustments-net . 20... 6a. (248) (180) 
Net income—Combined Insurance... ... $ 97,029 $ 91,006 
Net loss—Combined International ..... (36) — 


_ Net income as reported under GAAP 
herein 


 $ 96,993 $ 91,006 


4 A reconciliation of stockholders’ equity follows: 


(000 Omitted) 


As of December 31 1980 1979 
Stockholders’ equity—statutory basis .. $291,256 $293,426 
Mandatory securities valuation reserve . . 49,025 50,934 
% Sub-total ......- $340,281 $344,360 
_ Adjustments 
Deferred and prepaid policy acquisition 
BOSS as es en cs 192,533 168,838 
Valuation changes on preferred stock . (46,767) (35,315) 
Future policy benefit liabilities 
Accident and health ............ 38,811 35,287 
BC ik oe ee 310 (13,603) 
Deferred income tax ............... (81,664) (73,762) 
Unauthorized reinsurance reserve credit 8,411 338 
Assets non-admitted.............. 17,574 17,103 
e Other adjustments-net ............ 2,167 (386) 
Stockholders’ equity— 
Combined Insurance.............. $471,656 $442,860 
_ Stockholders’ equity— 
- Combined International............ 25.723 — 
Stockholders’ equity as reported under 
SANE HEL Gls str eee 


$497,379 $442,860 


1978 


$ 57,541 


40,081 
(22,904) 


12,410 
1,181 
(9,465) 
(595) 
(819) 


{ 


$ 77,431 


$ 77,431 


1978 


$256,467 


36,823 


$293,290 


151,891 
(21,193) 


31,282 
(14,847) 
(64,727) 

301 

14,524 

(400) 


$390, 121 


$390, 121 
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13. Reinsurance 


In the ordinary course of business and in accordance with the 
practice prevailing in the insurance industry, Combined Insur- 
ance assumes reinsurance from other insurers. Combined In- 
surance does not cede a material amount of business to rein- 
surers. The following is a summary of pertinent information on 
reinsurance assumed net of ceded: 


(O00 Omitted) Years ended December 31 


Accident and Health Insurance re AYOO send ales EAS: 
Premiums earned ............. $228 672. $15,817 $25,049 
Premiums earned as a % of total 

accident and health premiums 
Barned ae aa 47% 3.3% 5.6% 

Life Insurance 
Premitims eamed 21 ss... $ 46,404 $ 16,238 $ 9,783 
Premiums earned as a % of total 

life premiums earned ........ 29.7% 14.1% 9.9% 
Reinsurance in force (end of pe- 

NIG) Seis sec re ae $1,986,642 $1,313,694 $466,208 
Reinsurance in force as a % of total 

in force (end of period) ....... 32.0% 24.0% 9.6% 


14. Litigation 


Combined Insurance is defending lawsuits arising in the ordi- 
nary course of business from claims under insurance policies 
and from other matters. Accruals for these lawsuits have been 
provided to the extent that losses are deemed probable. Such 
accruals do not materially affect the consolidated financial 
statements. Certain of the lawsuits seek extraordinary 
damages. Management believes these claims to be without 
merit and, to date, has been successful in similar cases in set- 
tling for insignificant amounts, having the extraordinary 
damage aspects dismissed or defending to verdict without the 
imposition of such extraordinary damages. 


15. Quarterly Financial Data (Unaudited) 

The unaudited quarterly financial data on page 26 is incorpo- 
rated herein by reference. 

16. Financial Data Adjusted for General Inflation 
(Unaudited) 


The inflation adjusted financial data included on page 20 is in- 
corporated herein by reference. 


Report of Independent 
Certified Public 
Accountants 


The Board of Directors and Stockholders 
Combined International Corporation: 


We have examined the consolidated statements of financial po- 
sition of Combined International Corporation and subsidiaries 
as of December 31, 1980 and 1979 and the related consolidat- 
ed statements of income, stockholders’ equity and changes in 
financial position for each of the years in the three year period 
ended December 31, 1980. Our examinations were made in 
accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and 
such other auditing procedures as we considered necessary in 
the circumstances. 


In our opinion, the aforementioned consolidated financial state- 
ments present fairly the financial position of Combined Interna- 
tional Corporation and subsidiaries at December 31, 1980 and 
1979 and the results of their operations and changes in their 
financial position for each of the years in the three year period 
ended December 31, 1980, in conformity with generally ac- 
cepted accounting principles applied on a consistent basis. 


Chicago, Illinois 
February 12, 1981 
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Report by 
Management 


The management of Combined strongly supports the concept of a 
statement informing stockholders of management’s financial respon- 
sibilities. The following consolidated financial statements of Combined 
International Corporation and all information in the annual report are 
the responsibility of management. The statements have been pre- 
pared in conformity with generally accepted accounting principles ap- 
propriate to stock life insurance companies. Financial information 
elsewhere in this report is consistent with that in the financial state- 
ments. The consolidated financial statements have been audited by 
our independent accountants, Peat, Marwick, Mitchell & Co. Their 
role is to render an independent professional opinion on Combined’s 
financial statements in accordance with generally accepted auditing 
standards. 


Management maintains a system of internal controls designed to meet 
its responsibilities for reliable financial statements. This system is de- 
signed to provide reasonable assurance, at appropriate costs, that as- 
sets are safeguarded and that transactions are properly recorded and 
executed in accordance with management’s authorization. Judg- 
ments are required to assess and balance the relative costs and ex- 
pected benefits of those controls. In addition, management supports 
an extensive program of internal audits and maintains a professional 
staff of internal auditors who coordinate audit coverage with the in- 
dependent accountants and conduct financial and operational audits. 


The Board of Directors selects an Audit Committee from among its 
members. No member of the Audit Committee is or has been an em- 
ployee of the Company. The Audit Committee is responsible to the 
Board for reviewing the accounting and auditing procedures and 
financial practices of the Company and for recommending appoint- 
ment of the independent accountants. The Audit Committee meets 
periodically with management, internal auditors and independent ac- 
countants to review the work of each and satisfy itself that they are 
properly discharging their responsibilities. Both the independent ac- 
countants and the internal auditors have free access to the Commit- 
tee, without the presence of management, to discuss their opinions on 
the adequacy of internal controls and to review the quality of financial 
reporting. 


Board of Directors and Principal Officers of the 
Company and Subsidiaries 


Board of Directors 


W. Clement Stone (1,2,6) 
Chairman of the Board and 
Founder 


Clement Stone (1,2,3,6) 
President and Chief Executive Officer 


Dr. William J. Andrews (3,4,8) 
Doctor of Medicine, Chairman of Department of 
Internal Medicine Swedish Covenant Hospital 


Daniel T. Carroll (4,5,6,8) 
President and Chief Executive Officer 
of Hoover Universal, Inc. 


Gordon A. Dancer (1,2) 
Executive Vice President 


Ronald K. Holmberg (1,2) 
Executive Vice President and Treasurer 


Perry J. Lewis (3,4,5,6, 7,8) 
President of MacKay—Lewis, Inc. 


Robert P. Neuschel (1,4,5,6, 7,8) 
Professor of Corporate Governance, 
J. L. Kellog Graduate School of 
Management and Managing Director 
of the Transportation Center, 
Northwestern University 


Edmund G. Pabst 


Peer Pedersen (1,3,4,5,6, 7,8) 
Senior Partner in Law Firm of 
Pedersen & Houpt 


Raymond I. Skilling (1,2) 
Executive Vice President 


J. Milburn Smith (3,4,8) 
Insurance Consultant 


Board Committees 

(1) Executive Committee 

(2) Operating Committee 

(3) Investment Committee 

(4) Audit Committee 

(5) Compensation Committee 
(6) Nominating Committee 

(7) Speciai Incentive Committee 
(8) Committee on Organization 


Abbreviations 
SPD is Superior Policy Division 
A&H is Accident and Health 
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Principal Officers 


W. Clement Stone 
Clement Stone 
Gordon A. Dancer 
Ronald K. Holmberg 
Raymond I. Skilling 


Wallace J. Buya 
Vice President and Secretary 


Principal Officers 
Combined Insurance Company of America 
and Subsidiaries 


W. Clement Stone 

Clement Stone 

Gordon A. Dancer 

Executive Vice President—Operations 

Ronald K. Holmberg 

Executive Vice President—Management 

Raymond I. Skilling 

Executive Vice President—Planning and Implementation 
Robert Boyajian, Jr. (2) 

Senior Vice President—National Sales Manager 
SPD-Life-—USA 

Victor R. Fernitz (2) 

Senior Vice President—SPD-International Operations 
Earl A. Forte (2) 

President—Metro Division 


J. Michael Hester 

Senior Vice President—National Sales Manager 
SPD-—A&H-USA 

H. Robert Powell (3) 

Senior Vice President—Asset Management 

Kenneth D. Saunders (2) 

Senior Vice President—Agency Division 

Richard M. Ravin 

Vice President—Divisional Manager—SPD—A& H—USA 


Donald F. Veit 

Vice President—Senior Divisional Manager—National 
Health Care Division SPD—A& H—-USA 

Bernard Chapados 

Resident Vice President—France 

Peter Cherian 

Resident Vice President—Canadian Operations 
Alastair Cumming 

Resident Vice President—Japan 


Paul Chilton 
Vice President—Hawaiian Operations 


C. Toby Perry 

Resident Vice President—Australia and New Zealand 
David R. Reynolds 

Resident Vice President—United Kingdom 
John A. Baker 

Vice President and Director of Personnel 
James C. Bard 

Vice President—Asset Management 

William Blackburn, Jr. 

Vice President—National Staff SPD—A& H=USA 
David Blake 

Vice President—United Kingdom Administration 
Paul Boudreau 

Vice President—Operations Division 

Derek Bright 

Vice President—Administration—Pacific Division 
Edward M. Burgh 

Vice President—Corporate Taxes 

Wallace J. Buya 

Vice President, Secretary and Executive Assistant 
to the Chairman 

Rafael Chacon 

Vice President—SPD-A&H—-USA 

Donald D. Clement 

Vice President—Administrative Services 

Robert A. Collien 

Vice President and Treasurer 

Combined Life Insurance Company of New York 
Kenneth E. Conry 

Vice President—Sales Administration SPD-A& H—USA 
Michael Conway 

Vice President—Asset Management 

James Gigante 

Vice President—SPD-—A&H—-USA 

Richard J. Golden 

Vice President—Data Processing 

Tadao Ishizumi 

Vice President—Sales—Japan ° 

Richard lwamura 

Resident Vice President—Hawaii 

Alan R. Johnson 

Vice President and Assistant General Counsel 

J. W. Johnson 

Vice President—Underwriting 

Spencer Koppel 

Corporate Vice President and Actuary 

Michael Lambrakos 

Vice President 

Combined Insurance Company of Wisconsin 


George Lawler 

Internal Auditor 

J. Russell Lyday 

Vice President 

Combined American Insurance Company 
Ronald D. Markovits 

Vice President—International, Law and Government Relations 
Donald D. McDonald 

Vice President and Treasurer 

Lawrence R. Miller 

Vice President—Asset Management 
Craig Monson 

Vice President—Hearthstone Division 
Herbert S. Moreland 

Vice President—Claims 

Graham Morgan 

Vice President—Development—New Operations 
International Operations 

Edmund G. Pabst 

Vice President and General Counsel 

R. P. Patterson 

Vice President—Agency Division 
Kenneth R. Peters 

Vice President—Agency Division Claims 
Gerald H. Pugh 

Vice President and Director of Government Relations 
J. Duncan Randall 

Vice President—Corporate Insurance 
Robinson P. Rigg 

Vice President—Public Relations 
Michael J. Ritt, Jr. 

Vice President—Communications 
Leonard Rittner 

Vice President—Hearthstone Division 
Norbert Rocks 

Vice President—Canadian Administration 
Harold Solochek 

Vice President—Administration 
International Operations 

J. V. Stone 

Vice President 

John Stone 

Vice President—Consumer Affairs 

and Internal Market Conduct 

Michael P. Terry 

Vice President—Field Accounting Services 
James 0. White 

Controller 
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Combined International Corporation 


Executive Offices 

707 Combined Centre 

Northbrook, Illinois 60062 

Phone: 312-564-8000 

Cable Address—Combined Telex No. 25-3364 


Combined Insurance Company of America 
Home Office 


Operations 

5050 N. Broadway 

Chicago, Illinois 60640 

Phone: 312-275-8000 

Cable Address—Combined Telex No. 20-6114 


Marketing and Management 

707 Combined Centre 

Northbrook, Illinois 60062 

Phone: 312-564-8000 

Cable Address—Combined Telex No. 25-3364 


International Offices 


Canadian Branch 
980 Yonge Street 
Toronto, Ontario M4W 2J9, Canada 


United Kingdom Branch 
15 Fairfield West, Kingston—Upon—Thames 
Surrey KT1 2PA, England 


Australian Branch 


Combined Life Insurance Company of Australia Limited 


132-138 Arthur Street 
North Sydney, N.S.W., Australia 2060 


New Zealand Branch 
Tudor House, 333 Remuera Road 
Remuera, Auckland 5, New Zealand 


Combined Insurance Company of Ireland Limited 


Merrion House 
Merrion Road, Dublin 4, Ireland 


West German Branch 


Vereinigte Versicherungsgesellschaft von Amerika 


Gustav-Stresemann-Ring 12-16 
6200 Wiesbaden, West Germany 


French Branch 
149 Rue Montmartre 
75002 Paris, France 


Japanese Branch 

Kowa Building #9 

1-8-10 Akasaka 
Minato-Ku, Tokyo, Japan 


Domestic Subsidiaries and Branch 


Combined American Insurance Company 
3141 Hood Street, Dallas, Texas 75219 


Combined Insurance Company of Wisconsin 
104 S. Main Street, Fond du Lac, Wisconsin 54935 


Combined Life Insurance Company of New York 
Combined LIfe Insurance Building 
18 Computer Drive, Albany, New York 12205 


Hearthstone Division 
111 Washington Street 
Brookline, Massachusetts 02146 


Combined Opportunities, Incorporated 

300 North State Street, Chicago, Illinois 60610 
(A Minority Enterprise Small Business 
Investment Company) 


CICA Realty Company 
707 Combined Centre 
Northbrook, Illinois 60062 


The Company will file its Annual Report on Form 10-K with 
the Securities and Exchange Commission on or before 
March 31, 1981. A copy of the report, including the 
financial statements and schedules thereto, and a list 
describing all the exhibits not contained therein, may be 
obtained without charge by any stockholder. (The report 
will be available on or after March 31, 1981.) Requests for 
copies of the report should be sent to: Office of the 
Corporate Secretary, Combined International Corporation, 
707 Combined Centre, Northbrook, Illinois 60062 


Transfer Agent and Registrar 

American National Bank and Trust Company 
Chicago, Illinois 60690 

Automatic Dividend Reinvestment Plan 


American National Bank and Trust Company 
Chicago, Illinois 60690 


Annual Stockholders’ Meeting 


The Drake Hotel 
140 East Walton 
Chicago, Illinois 
April 10, 1981 at 10:00 A.M. 
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- Combined International Corporation \ 
707 Combined Centre ; 
5 Northbrook, Illinois 60062 
312-564-8000 


